
       
         Thomas G. Robinson 
         Deputy General Counsel 
  
 
 
        June 18, 2004 
 
 
VIA HAND DELIVERY & ELECTRONIC MAIL 
 
 
Luly E. Massaro, Commission Clerk 
Rhode Island Public Utilities Commission 
89 Jefferson Boulevard 
Warwick, RI   02888 
 
Re:   The Narragansett Electric Company 

Request for Recovery of Deferred Expenses 
 
Dear Ms. Massaro: 

 
The attached filing contains ten (10) copies of the public version of The 

Narragansett Electric Company’s (“Company”) Statement of Facts with regard to the 
deferred expenses associated with uplift and other Independent System Operator of New 
England (“ISO-NE”) tariff charges incurred by the Company in providing standard offer 
service to its customers from January 1999 through May 2004.  The Company has also 
enclosed one (1) copy of the unredacted Statement of Facts which contains highly 
confidential and sensitive material for which the Company is seeking confidential 
treatment.  This document has been provided in a separate envelope marked “Contains 
Privileged and Confidential Information – Do Not Release.”  

 
In accordance with Section 1.2(g) of the Commission’s Rules of Practice and 

Procedure, the Company respectfully requests confidential treatment of the redacted 
portions of the Statement of Facts and associated attachments in this proceeding.  The 
primary basis for this request is that the Company has a contractual obligation under the 
terms of its Wholesale Standard Offer Service Agreement (Appendix C) to not disclose 
information regarding the arbitration and dispute resolution process.  Further, as 
described in the filing, the Company has more than one on-going dispute with its 
wholesale standard offer service suppliers.  The Company is engaged in formal and  
informal processes to resolve the dispute and the disclosure of the material would affect 
the Company’s ability to resolve these issues effectively and in the best interests of the 
Company’s customers.  Accordingly, the Company requests confidential treatment of the  
redacted information pursuant to Section 1.2(g) of the Commission’s Rules of Practice 
and Procedure and §38-2-2(B) of the Access to Public Records Act of the Rhode Island 
General Laws. 
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25 Research Drive 
Westboro, MA 01582 
Tel 508-389-2877 
Fax 508-389-2463 

 
The Company is making this filing today in accordance with a discussion with the 

Commission staff.  We will address the recovery of these uplift costs in a separate filing. 
Please do not hesitate to contact me or Laura Olton if you have any questions regarding 
this filing.  

 
 

 
Very truly yours, 
                

 
 
 Thomas G. Robinson 
 
 

                
     
 
Enclosures 
 
cc:   Docket 2930 Service List 

Paul Roberti (Confidential Material Provided) 
Steve Scialabba (Confidential Material Provided) 
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STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS 
PUBLIC UTILITIES COMMISSION 

 
 
 

Re: The Narragansett Electric Company   )  
 Request for Recovery of Deferred Expenses  ) Docket No.  
        ) 
 
 

STATEMENT OF FACTS 
  
 Narragansett Electric Company (“Narragansett” or the “Company”) hereby 

provides the following facts with regard to the dispute regarding cost recovery of the 

deferred Independent System Operator of New England (ISO-NE) tariff expenses, 

including uplift charges.  Narragansett’s legal brief, provided herewith, sets forth the 

Company’s legal arguments using these facts.   

 
Utility Restructuring Act 
 

1. In 1996, the Rhode Island General Assembly enacted the Utility Restructuring 

Act (“URA”).  G.L. § 39-1-27 of the URA required Narragansett to file a 

restructuring plan to open its retail markets to other suppliers, transfer its 

generating assets to another company, terminate its all requirements contract with 

its wholesale supplier, and “provide retail access for all customers in Rhode 

Island with a standard offer as set forth in §39-1-27.3 no later than three (3) 

months after retail access is available to forty percent (40%) or more of the 

kilowatt-hour sales in New England.” 

2. Section 39-1-27.3(d) of the URA required Narragansett to enter into power supply 

arrangements for a standard offer for customers that had not otherwise entered 
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into the competitive market.  The statute required that distribution companies 

meet two conditions: (1) the contract had to be put out for competitive bid and (2) 

standard offer prices had to meet a statutory price cap.  The statute provided that: 

The power supply contract required for the standard offer shall be awarded 
by public competitive bidding to the lowest priced power supplier.  The 
standard offer shall be priced such that the average revenue per kilowatt-
hour received from the customer for such power together with approved 
distribution, transmission and transition charges shall equal the price that 
would have been paid under rates in effect during the twelve (12) month 
period ending September 30, 1996 adjusted annually for eighty percent 
(80%) of the changes in the consumer price index for the immediately 
preceding twelve (12) month period, and also for other factors reasonably 
beyond the control of the electric distribution company and its former 
wholesale power supplier including but not limited to changes in federal, 
state, or local taxes or extraordinary fuel costs; provided, however, that 
adjustments to standard offer for factors other than inflation shall be 
subject to approval by the commission.  The standard offer is to be a price 
cap and may, after notice to the commission, be less than the maximum 
allowed at anytime for the generation component of the standard offer. 

  
3. Narragansett’s rates for Standard Offer Service, even when including the disputed 

costs described herein, have never exceeded the statutory cap.  See Attachment 1.  

4. The Rhode Island Public Utilities Commission (“Commission”) found that 

Narragansett met the requirement that the standard offer contracts be put out for 

competitive bid.  Narragansett Electric Company, Standard Offer, Docket No. 

2715, Order No. 15639, at 11 (issued July 10, 1998).  

 

The 2002 Amendment to the Utility Restructuring Act 

5. In P.L. 2002, ch. 144, § 1, the General Court amended the Utility Restructuring 

Act and specifically G.L. 39-1-27.3 to provide that: 



 
 

. 
 
 

Page 3 

The electric distribution company will be entitled to recover its costs 
incurred from providing the standard offer arising out of: (1) wholesale 
standard offer supply agreements with power suppliers in effect prior to 
January 1, 2002; (2) power supply arrangements that are approved by the 
commission after January 1, 2002; (3) power supply arrangements made 
pursuant to § 39-1-27.3; and (4) any other power supply related 
arrangements prudently made after January 1, 2002 to provide standard 
offer supply or to mitigate standard offer supply costs; provided, however, 
to the extent there are any cost recovery matters relating to the provision 
of standard offer service that have been deferred and are pending before 
the commission as of the effective date of this section, such cost recovery 
matters shall be governed by the statutory provisions in effect on the date 
of the action of the commission to defer its decision on the cost recovery 
matter. 

 
 

Restructuring Agreement 
 

6. Narragansett and its wholesale power supplier, New England Power Company 

(“NEP”), entered into a comprehensive restructuring agreement with the 

Commission and the Rhode Island Division of Public Utilities and Carriers 

(“Division”) dated May 30, 1997, under which NEP terminated Narragansett’s 

wholesale power contract and agreed to provide Narragansett with wholesale 

standard offer service during the period from the date that retail access 

commenced in Rhode Island through 2009 as required under G.L. §39-1-27.3(d).  

The restructuring agreement and wholesale standard offer contract were filed with 

the Federal Energy Regulatory Commission (“FERC”), and, following extensive 

discussions, were the subject of a comprehensive settlement that was approved by 

FERC by a letter order dated November 26, 1997 in Dockets ER97-678-000 and 

ER97-680-000.  Letter Order provided as Attachment 2 .  The November 26, 1997 
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letter also accepted NEP’s wholesale standard offer contract with Narragansett for 

filing.  See Order Denying Rehearing, 83 FERC ¶ 61,265 (June 3, 1998). 

7. Under Section 39-1-27.4(g) of the URA, NEP, as wholesale supplier of 

electricity, was also required to “subject its electric generating facilities, other 

than nuclear units or entitlements . . . to a form of market valuation through lease, 

sale, spin-off or other method.”  To implement this requirement NEP was required 

to file an “implementation methodology” with the Commission on or before July 

1, 1997.  NEP made the filing on May 2, 1997, and in it notified the Commission 

that it intended to sell 100 percent of its non-nuclear assets, and that it intended to 

include the obligation to provide wholesale standard offer supplies with the sale.  

The Commission approved the divestiture implementation methodology on June 

24, 1997 in Docket No. 2540.  Narragansett Electric Company and New England 

Power Company, Market Valuation Implementation Methodology, Docket No. 

2540, Order No. 15374 (issued August 12, 1997).   

Agreements with USGenNE, TransCanada and Constellation 

8. NEP and Narragansett completed the plan described to the Commission in Docket 

No. 2540 by entering into a series of agreements with USGen New England, Inc. 

(“USGenNE”) under which the Companies agreed to divest their entitlements in 

their non-nuclear generation facilities, transfer their power contracts to 

USGenNE, and assign the responsibility to provide Narragansett’s wholesale 

standard offer requirements from NEP to USGenNE.  The transaction was filed 

with FERC on October 1, 1997 in Dockets EC98-1-000 and ER98-6-000.  As part 
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of that transaction, USGenNE agreed to assume NEP’s obligation to supply 

wholesale standard offer service to Narragansett and included a wholesale 

standard offer service contract in its filing to implement that agreement.  See 

Attachment 3.   In that agreement, Narragansett reserved its right to put the 

wholesale standard offer service out to bid as required under Section 39-1-

27.3(d).  See Article 1. Basic Understandings, and Article 2. Definitions, 

“Standard Offer Auction”, “Wholesale Standard Offer Service”.  

9. FERC accepted Narragansett’s wholesale standard offer agreement with 

USGenNE in its order approving the divestiture.  82 FERC ¶ 61,179 (Feb. 25, 

1998), Order on Clarification and Rehearing, 83 FERC ¶ 61,275 (June 10, 1998).   

10. On October 29, 1997, while the USGenNE transfer petition was pending at FERC 

and prior to its closing, USGenNE agreed to transfer several rights and 

obligations related to the Ocean State Power projects to TransCanada Power 

Marketing, Ltd. (“TransCanada”) and assigned an undivided 9.22 percent portion 

of the wholesale standard offer contract with Narragansett to TransCanada.  Thus, 

on October 29, 1997, the wholesale standard offer service contract was amended 

and restated into two separate agreements to facilitate the assignment of certain 

contract rights by USGenNE to TransCanada.  The agreements were titled the 

Amended and Restated Wholesale Standard Offer Service Agreement and the 

NECO Wholesale Standard Offer Service Agreement II.  See Attachments 4 and 

5, respectively.  FERC approved the sale and assignment of the wholesale 
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standard offer contracts in Docket EC98-18-000, 83 FERC ¶ 61,161 (May 14, 

1998).   

11. As described under paragraph 2 above, under the URA Narragansett was required 

to put the contract for wholesale standard offer supply out for competitive bid.  

Narragansett’s power contracts with NEP, USGen and TransCanada preserved 

that option, and Narragansett exercised the bidding option in late 1997 and early 

1998.  The results were provided to the Commission in Docket No. 2715.  As 

explained in that docket, Narragansett put the wholesale standard offer supply 

agreement out for bid in the first quarter of 1998.  Qualifying bids were required 

to be equal to or lower than the wholesale standard offer rates contained in the 

restructuring settlement agreement and the USGenNE/TransCanada contracts.  No 

bids were received.  Based on this activity, the Commission found that 

Narragansett had complied with the competitive bidding requirement of the 

statute.  Order No. 15639, at 11 (issued July 10, 1998).  

12. On September 1, 1998, USGenNE and TransCanada began providing wholesale 

standard offer service to Narragansett pursuant to the terms of the Second 

Amended and Restated Wholesale Standard Offer Service Agreement and the 

Amended and Restated NECO Wholesale Standard Offer Service Agreement II 

(hereinafter referred to as “WSOS Agreements”).  See Attachment 6 and 7, 

respectively. 

13. On October 1, 2002 , Constellation Power Source, Inc. (“Constellation”), in 

accordance with its August 23, 2002 Power Supply Agreement with Narragansett, 
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began providing forty (40) percent of Narragansett’s Standard Offer 1 Service 

requirements previously provided by USGenNE, under a contract that made it 

incontrovertible that Constellation was responsible for the costs that were subject 

to dispute with USGenNE.  (USGen’s WSOS with Narragansett was 

correspondingly amended to reduce the percentage load it served by forty (40) 

percent.).  The Constellation contract was approved by FERC on September 23, 

2002 in Docket EC02-110-000, 100 FERC ¶ 62,191 (2002).  On September 25, 

2002, the Division consented to this transfer and authorized Narragansett to 

release USGenNE of 40% of Narragansett’s standard offer load obligation.  See 

Letter dated September 25, 2002 from Thomas F. Ahern, Administrator of the 

Division to Thomas G. Robinson attached as Attachment 8.  

 

Uplift Dispute 

14. On January 19, 1999, and January 26, 1999, the NEPOOL Executive Committee 

filed new and revised Market Rules as mandated by FERC’s December 17, 1998 

order in Docket Nos. OA97-237-000, et al.  The restructured market rules were 

proposed for new market based rates for energy and ancillary service markets 

scheduled to be implemented on May 1, 1999.  The proposed market rules 

allocated energy market uplift costs to Electrical Load.  FERC accepted the new 

and revised market rules in its April 6, 1999 order in Docket Nos. ER99-1374-

000, et al., 87 FERC ¶ 61,045 (1999). 
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15. Beginning in February 1999, Narragansett prepared and presented numerous 

filings to FERC arguing that energy market uplift costs should not be allocated on 

the basis of Electrical Load, but to suppliers of energy relying on the NEPOOL 

energy market and without regard to the type of energy contract (e.g., Load Asset 

vs. Percentage Obligation) used to enter the contract in the NEPOOL market 

system. See Attachment 9 (identifying numerous Company filings in various 

FERC dockets). 

16. In a letter dated April 12, 1999, USGenNE notified Narragansett that it did not 

believe USGenNE was responsible for uplift or other ISO tariff expenses to be 

allocated on the basis of Electrical Load under the restructured market rules to be 

implemented on May 1, 1999.  USGenNE claimed that the WSOS Agreements 

should be entered into the NEPOOL Market System as “Percent Obligation” 

contracts rather than as “Load Asset” contracts.  See Attachment 10.  

17. The disputed charges allocated on the basis of Electrical Load included: 

       Energy Uplift Charges – costs associated with out-of-merit dispatch of 

generation units for reasons other than congestion. 

ISO Schedule 2 Charges – costs of the ISO to administer the NEPOOL 

Energy Markets; imposed by the ISO on market participants in accordance 

with Schedule 2, Energy Administration Services, of the ISO Tariff. 

ISO Schedule 3 Charges – costs of the ISO to administer the NEPOOL 

reliability markets and services; imposed by the ISO on customers in 
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accordance with Schedule 3, Reliability Administration Service, of the 

ISO Tariff. 

NEPOOL Restructuring Charges –transition costs and capital expenditures to 

restructure NEPOOL and establish ISO-NE. 

Inadvertent Energy Balancing Charges – costs associated with inadvertent 

energy flows between NEPOOL and neighboring power pools. 

Load Response Program Charges – costs associated with demand response 

programs within NEPOOL to induce customers to reduce electricity  

consumption during periods of peak demand.   

18. Narragansett disagreed with USGenNE’s position on the parties’ responsibility 

for these costs under the WSOS Agreements, and claimed that Load Asset 

Contracts (which would transfer Electrical Load associated with the WSOS from 

Narragansett to USGenNE) should be used to represent the WSOS Agreements 

under the restructured market rules.  See Attachment 11 (letter of Michael J. 

Hager letter to Dan Scobell dated April 22, 1999) 

19. On April 29, 1999, Narragansett and USGenNE entered into an Agreement for 

Temporary Implementation of Load Asset Contracts for Administration of 

Wholesale Standard Offer Service Agreements (the “April 29th Agreement).  

April 29th Agreement attached as Attachment 12.     

20. In the April 29th Agreement, USGenNE agreed to report the WSOS Agreement as 

Load Asset Contracts on an interim basis, provided that it was reimbursed for any 
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costs that it would not have incurred had the WSOS Agreement been reported as 

Percentage Obligation Contracts instead.  

21. The April 29th Agreement also provided that any reimbursement by Narragansett 

would be “subject to any retroactive payment adjustments resulting from a final 

determination under the WSOS Agreements,” and that the April 29th Agreement 

was without prejudice to the parties’ respective positions concerning the 

requirements of the WSOS Agreements.  

22. On July 3, 2002, FERC agreed to change the allocation process consistent with 

Narragansett’s filings, and ordered ISO-NE to revise the tariff effective July 1, 

2001.  100 FERC ¶ 61,029 (2002).  

Formal Dispute Resolution Process 

23. On August 31, 2001,  the formal dispute resolution process under the WSOS 

Agreement that included negotiation, mediation, and arbitration was initiated. See 

Attachment 13.  

24. Negotiation meetings between management of Narragansett and USGenNE began 

in September 2001 and negotiations ended on October 2, 2001.  A settlement was 

not reached.  The parties elected to proceed to mediation.  See Attachment 14. 

25. Mediation sessions were held on February 4th and 5th, 2002 with Eric D. Green 

serving as Mediator.  A settlement was not reached.   

26. On March 27, 2002, Narragansett served a Demand for Arbitration upon 

USGenNE seeking reimbursement for the “uplift costs, NEPOOL/ISO expenses 
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and other costs that USGenNE was, and is, obligated to pay under the WSOS 

Agreements.”  Demand attached as Attachment 15. 

27. On July 12, 2002, USGenNE served an Answering Statement and Counterclaims 

on Narragansett requesting that the Panel dismiss the Narragansett demand and 

seeking a declaratory judgment that “(a) USGenNE is not responsible for the 

disputed costs that National Grid has already paid, (b) USGenNE is not 

responsible for future NEPOOL/ISO expenses or uplift costs associated with the 

WSOS Agreements and allocated by NEPOOL/ISO rules or tariffs to entities 

other than wholesale suppliers, and (c) National Grid is prospectively responsible 

for such expenses and costs to the extent they are allocated to National Grid under 

the market rules, and recoverable by National Grid from its retail customers.” See 

Attachment 16. 

28. Arbitration Hearings on the dispute were held before an Arbitration Panel in 

Boston, from February 10 through February 14, 2003.  Oral Arguments were also 

held in Boston on April 20, 2003. The Arbitration Panel consisted of  J. Owen 

Todd, George Briden, Donald McCauley.   

Arbitration Decision 

29. In June 2003, the Arbitration Panel issued its Decision.  Decision attached as 

Attachment 17. 

30.  In its Decision, the Arbitration Panel found Narragansett and USGenNE each 

responsible for certain costs.  See Attachment 18.   
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31. Narragansett has also incurred charges as a result of an identical dispute with 

TransCanada associated with the 9.22 percent portion of the wholesale standard 

offer contract with Narragansett that was assigned to TransCanada (see statement 

10 above).  

32. As a result of these disputes, from January of 1999 through May of 2004, 

Narragansett has incurred approximately $5.9 million in deferred costs, excluding 

interest, associated with the wholesale standard offer service provided by 

USGenNE and approximately $1 million, in deferred costs, excluding interest, 

associated with the service provided by TransCanada.  See Attachment 19.  

33. The disputed costs identified in paragraph 33 above do not include any additional 

disputed costs that have resulted from the implementation of NEPOOL Standard 

Market Design (“SMD”) on March 1, 2003.  The SMD related disputes and 

associated charges have been identified by the Company in its filing in Docket 

No. 3571. 

Narragansett’s Deferred Expenses  

34. In Docket No. 3031, Narragansett and the Division informed the Commission that 

the Company was engaged in a dispute with its standard offer suppliers regarding 

certain ISO tariff expense amounts, including uplift expenses.  In May 2000, the 

Division proposed and the Company agreed to deferring the recovery of these ISO 

tariff expenses until the dispute between Narragansett and its suppliers was 

resolved.  See Docket No. 3031, Testimony of Dr. Stutz, at page 10 (May 3, 

2000); Hearing Transcript, at pages 7-8 (May 10, 2000).  Thus, in Docket No. 
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3031, the Commission found that the ISO Tariff expenses should be “removed 

from the calculation of the transmission adjustment factor” in Narragansett’s 

filing and to address it once the dispute is resolved between the parties.  

Narragansett Electric Company, Transmission Adjustment Factor Rate 

Reconciliation, Docket No. 3031, Order No. 16275, page 8 (issued May 31, 

2000).  The recovery of the disputed costs was deferred by the Commission prior 

to the enactment of the 2002 Amendment to the Utility Restructuring Act. 

35. The disputed costs have been reported in the annual transmission reconciliation 

rate filings each year since 1999.  See Docket No. 3031, Exhibit JGW-1, Page 1 

(reconciliation for January 1999 to December 1999); Docket No. 3243, Exhibit 

JAL-7, Page 1 (reconciliation for January 2000 to December 2000); Docket No. 

3402, Exhibit JAL-11, Revised, Page 1 (reconciliation for January 2001 to 

September 2001); Docket No. 3479, Exhibit JAL-5, Page 5 (reconciliation for 

October 2001 to September 2002); Docket No. 3571, Exhibit JAL-5, Page 5 

(reconciliation for October 2002 to September 2003).  

36. From June 1999 to date, the Company has incurred a total of $7.4 million of 

deferred expenses, including interest.  In Docket 3571, the Company’s most 

recent reconciliation filing, the Company identified that it had incurred 

approximately $6.8 million of deferred costs, including interest.  For the period 

from October 2003 to date, the Company has incurred an additional $663,000 of 

deferred expenses, for a total of $7.4 million.   If the $7.4 million of deferred costs 

were collected from all customers through the transmission adjustment factor over 
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a one year period, the resulting charge would equal 0.099 cents/kWh, or 49 

cents/month for a typical 500 kWh/month customer.  See Attachment 20. 

Narragansett’s Merger Rate Plan 

37. On March 14, 2000, Narragansett and several other parties filed with the 

Commission in Docket 2930, the Third Amended Stipulation and Settlement 

designed to, among other things, implement a long term rate plan for the 

Company and its customers.  The Third Amended Stipulation and Settlement was 

approved by the Commission in Order No. 16200 on March 24, 2000. 

38. Under Section 6 of the Third Amended Stipulation and Settlement, Narragansett 

implemented a five year freeze in distribution rates subject to adjustments for 

Exogenous Events.  The Exogenous Events include an adjustment for a 

“Regulatory Cost Reallocation,” which is defined as “the reassignment of costs 

and/or revenues now allocated to generation, transmission, or distribution 

functions to or away from the distribution function by the Commission, FERC, 

NEPOOL, the ISO or any other official agency having authority over such 

matters.”  The reallocation of the costs away from the transmission function to the 

distribution function by the Commission would give rise to an Exogenous Event. 

39. Under Section 11 of the Third Amended Stipulation and Settlement, Narragansett 

is required to file annual Earnings Reports for informational purposes and by May 

1, 2005 an Earnings Report calculating the five year average return on equity on 

intrastate earnings for the period commencing January 1, 2000 through December 

31, 2004.  Narragansett has recorded a regulatory asset for the costs disputed in 
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this case.  The disallowance of the recovery of those costs would reduce 

Narragansett’s pre-tax earnings during the period by a like amount. 
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S:\RADATA1\2004 neco\RIPUC - Uplift filing\Cap1.xls,06/14/2004 Attachment 1

Calculation of CPI

Month 1996 1997 1998 1999 2000 2001 2002 2003

1. December 153.5               158.6                  161.3            163.9            168.3            174.0            176.7            180.9
2. January 154.4               159.1                  161.6            164.3            168.8            175.1            177.1            181.7
3. February 154.9               159.6                  161.9            164.5            169.8            175.8            177.8            183.1
4. March 155.7               160.0                  162.2            165.0            171.2            176.2            178.8            184.2
5. April 156.3               160.2                  162.5            166.2            171.3            176.9            179.8            183.8
6. May 156.6               160.1                  162.8            166.2            171.5            177.7            179.8            183.5
7. June 156.7               160.3                  163.0            166.2            172.4            178.0            179.9            183.7
8. July 157.0               160.5                  163.2            166.7            172.8            177.5            180.1            183.9
9. August 157.3               160.8                  163.4            167.1            172.8            177.5            180.7            184.6

10. September 157.8               161.2                  163.6            167.9            173.7            178.3            181.0            185.2
11. October 158.3               161.6                  164.0            168.2            174.0            177.7            181.3            185.0
12. November 158.6               161.5                  164.0            168.3            174.1            177.4            181.3            184.5
13. December 158.6               161.3                  163.9            168.3            174.0            176.7            180.9            184.3

14. Line 13. - Line 1. 5.1                    2.7                      2.6                4.4                5.7                2.7                4.2                3.4                
15. Line 14 ÷ Line 1. 3.32% 1.70% 1.61% 2.68% 3.39% 1.55% 2.38% 1.88%

16. 80% x Line 15. 2.66% 1.36% 1.29% 2.15% 2.71% 1.24% 1.90% 1.50%

Calculation of SO CAP

1997 1998 1999 2000 2001 2002 2003 2004 (1)

17. Initial Value………… $0.10459
18. from Line 16. 2.66% 1.36% 1.29% 2.15% 2.71% 1.24% 1.90% 1.50%

19. Line 17. x Line 18. $0.10736 $0.10882 $0.11022 $0.11258 $0.11563 $0.11706 $0.11928 $0.12107

20. Line 19 x 4% (for GET) $0.00429 $0.00435 $0.00440 $0.00450 $0.00462 $0.00468 $0.00477 $0.00484

21. Line 19. - Line 20. $0.10307 $0.10447 $0.10582 $0.10808 $0.11101 $0.11238 $0.11451 $0.11623

22. Distribution $0.03000 $0.02965 $0.02965 $0.02965 $0.02910 $0.02910 $0.02910 $0.02910

23. Transmission $0.00400 $0.00386 $0.00454 $0.00454 $0.00797 $0.00449 $0.00449 $0.00428

24. Conservation $0.00230 $0.00230 $0.00230 $0.00230 $0.00230 $0.00230 $0.00230 $0.00230

25. Transition $0.02800 $0.02800 $0.01150 $0.01150 $0.00988 $0.00874 $0.00944 $0.00855

26. Cap  (Line 21. - Line 22. - Line 23. - Line 24. - Line 25.) $0.04066 $0.05783 $0.06009 $0.06176 $0.06775 $0.06918 $0.07200

27. Base Standard Offer $0.03200 $0.03500 $0.03800 $0.03800 $0.04200 $0.04700 $0.05100

28. Standard Offer with Uplift Expense $0.03200 $0.03525 $0.03850 $0.03814 $0.04212 $0.04708 $0.05109

29. Standard Offer with Uplift and Fuel Index Adj. $0.03200 $0.03525 $0.04359 $0.06016 $0.04679 $0.05159 $0.05909

(1) Reflects disputed costs incurred through May 2004 and estimated fuel adjustment for 2004 of $.00800 per kWh as filed in RIPUC Docket No. 3571. 

The Narragansett Electric Company
Calculation of Standard Offer Cap
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AMENDED AND RESTATED WHOLESALE STANDARD OFFER
SERVICE AGREEMENT

This AMENDED AND RESTATED WHOLESALE ST ANDARD OFFER SER-
VICE AGREEMENT ("Agreement") is dated as of October 29, 1997 and is by and between
THE NARRAGANSETT ELECTRIC COMP ANY, a Rhode Island corporation ("NECO"),
and USOen New England, Inc. (fonnerly named USGen Acquisition Corporation), a Delaware
corporation ("Seller"). and amends and restates and, together with the NECO Wholesale
Standard Offer Service Agreement II dated as of the date hereof between NECO and Seller,
supersedes in its entirety the Wholesale Standard Offer SelVice Agreement dated as of August
S, 1997 between NECO and Seller. This Agreement provides for the purchase by NECO and
the sale by Seller of Wholesale Standard Offer Service. as defmed in this Agreement.

ARTICLE I. BASIC UNDERSTANDINGS

NECO purchases all of its requirements of electricity for resale to its retail electric
cuStomers from its affiliate, New England Power Company (..NEP").

NEP, NECO and other parties have entered into an agreement in settlement of
regulatory proceedings before the Federal Energy Regulatory Commission (the "Rhode Island
Restructuring Agreement") that, among other things, implements certain requirements of the
Rhode Island Utility Restructuring Act of 1996 (the" Act"), pennits NECO to terminate
wholesale purchases from NEP, permits current retail customers of NECO to purchase
electricity from other suppliers on and after a date defmed therein as the "Retail Access
Date," or, for a limited time, to purchase Standard Offer Scrvice from NECO, obligates NEP
to supply NECO with power sufficient to meet the latter's obligations to supply Standard
Offer Service, and obligates NEP to transfer its interests in the electric generating business to
another party or parties.

NEP, NECO, and Seller have entered an agreement under which Seller will acquire
certain NEP and NECO generating assets.

NEP and Seller desire that Seller shall supply electric capacity and ener&y to NECO to
fulfill a portion of NEP' s power supply obligations under the Rhode Island Restructuring

Agreement.

Under the Rhode Island RestNcturing Agreement, NECQ is obligated to afford
wholesale power suppliers other than NEP the opportUnity to commit to supply NECO with
power sufficient to meet NECQ's obligation to supply retail Standard Offer Service after the
Retail Access Date.

2o139'7~.0\-O1S'a
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This Agreement se~ forth the terms Wider which Seller will supply Wholesale
Standard Offer Service to NECO, for a period beginning on the Closing Date, to enable
NECO to meet the needs of its retail customers for elecnicity, including all or a ponion of the
needs of customers receiving retail Standard Offer Service after the Retail Access Date.

ARTICLE 2. DEFINITIONS

The following words and tenns shall be understood to have the following meanings
when used in this Agreement, or in any associated documents entered into in conjunction with
this Agreement. In addition, except as otherwise expressly provided, where terms used in this
Agreement are defined in the NEPOOL Agreement and not otherwise defined herein, such
definitions are expressly incorporated into this Agreement by reference.

Affiliate of NECO -Any company that is a subsidiary of New England Electric System and

its successors.

ClosiD~ Date -The date upon which the Seller acquires ownership of generating assets it

purchases from NEP .

CoID~issioD or FERC -The Federal Energy Regulatory Commission or such successor
federal regulatory agency as may have jurisdiction over this Agreement.

Contract Termination Date -The date established by the Rhode Island RestTucturing Agree
ment when the respective obligations of NEP and NECO under NEP's FERC Electric Tariff,
Original Volume No.1, to sell and purchase wholesale electric requiremenl9 service shall
cease. The Contract Tennination Date shall occur on the earlier of the Retail Access Date or
the Wholesale Access Date.

~ -Gigawatt hour .

!s.Q -The Independent System Operator to be established in accordance with the NEPOOL
Agreement and the Interim Independent System Operator Agreement as amended, superseded
or restated from time to time.

~ -Kilowatt- hour.

ME!;O .Massachusetts Electric Company.

MEJ::O Wholesale Standard Offer Service A~reemeDt -The Wholesale Standard Offer
Service Agreement of even date here\\ith. betWeen f\ifECO and the Seller .

NECO's Service Territorv -The geographic area in which NECO provided electric service
to retail customers on August 6, 1996.

30IJii72.Ql-D~S7.
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NECO'I S~stem -The electrical system of NECO and/or the electrical system of any

Affiliate of NECO.

MMBtu -Million British thennal wlits.

~ -New Engl~d Power Company, an Affiliate ofNECO.

NEPEX .The New England Power Exchange.

NEPOOL .The New England Power Pool.

NEPOOL ~eemeDt -The New England Power Pool Agreement dated as of September 1,

1971 , as amended and as may be amendcd or restated from time to time.

~ .The price set forth in SECTION 5.1, below.

Prime Rate -The prime (or comparable) rate armounced from time to time as its prime rate
by the Bank of Boston or its successor, which rate may differ from the rate offered to its
more substantial and creditWorthy customers.

r..I.[ .Facilities categorized as Pool Transmission Facilities under the NEPOOL Agreement.

Retail Aeeess Date -The date so defined under the Rhode Island ReS1IUcturing Agreement, as
the later of January 1, 1998, or the date of a final, nonappealable order of the RIPUC
approving the divestiture plan for the disposition of NEP's non-nuclear generating facilities
provided, however, that in any event the Retail Access Date shall occur no later than three (3)
months after retail access is available to forty percent ( 40% ) or more of the kilowatt hour
sales in New England including the total kilowatt hour sales in Rhode Island.

Rhode Island RestructuriU2. A&reemeat -The Offer of Settlement dated May 30, 1997 ,
entered into by and among the RIPUC, the Rhode Island Division of Public Utilities and
Carriers, NECO, and NEP, as amended and accepted or approved by the FERC.

RIPUC -The Rhode Island Public Utilities Commission.

Standard Offer Auction -The solicitation by NECO of offers from wholesale power
suppliers, including, at their option. NEP and Seller, of electric energy and associated capacity
and ancillary services necessary to meet the needs of ultimate customers of NECO eligible for
and accepting retail Standard Offer Service on or after the Retail Access Date, and any
wholesale electric supply contracts resulting from that solicitation. The solicitation and any
contract(s) entered into as a result thereof shall not be on tenns that are materially different
from those described by MECO in the Massachusetts Restlucturing Agreement (as defined in
the MECO Wholesale Standard Offer Service Agreement). the R.FQ dated April 3, 1997, and
the letter to potential asset purchasers dated June 16, 1997. or result in a material adverse
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impact on Seller. NECO shall not, without Seller's consent, conduct the Standard Offer
Auction more than once or more than six (6) months prior to the Retail Access Date, which
date shall be as reasonably determined by NECO.

Standard-OfTer S-eroviee -The electric service provided by NECQ pursuant to the Rhode
Island Restructuring Agreement: (i) to retail customers in NECQ's Service Territory during
the period. if any, during the tenn of this Agreement preceding the Retail Access Date; and
(ii) to NECO's retail customers on the Retail Access Date that do not elect to obtain their
electric supply from an alternative supplier on or after the Retail Access Date through
December 31, 2009.

Wholesale Access Date -The date so defined under the Rhode Island Restructuring Agree-
ment, as the date on which NECO in its sole discretion decides to tenninate i~ purchase from
NEP of wholesale requirements service pursuant to NEP's FERC Electric Tariff. Original
Volume No. I. by providing the Commission and the Signatories to the Rhode Island
RestrUcturing Agreement with 90 days advance notice in writing, said date not to be earlier
than January I, 1998.

Wholesale Standard Offer Se"ice .The generation and delivery , to any location on the
NEPOOL PTF system or NECO's system, of the ponion of the electric capacity, energy and
ancillary services required by NECO to meet the needs ofNECO's ultimate customers taking
Standard Offer Service, excluding, after the Retail Access Date, any portion of such require-
ments that NECO has contracted to obtain through the Standard Offer Auction, determined in
accordance with ARncLE 4. Seller, as the supplier of Wholesale Standard Offer Service
capacity and energy , will be responsible for all present, or furore requirements and associated
costs for installed capability , operable capability .energy, operating reserves, and automatic
generation control, including tie benefit payments, losses and any congestion charges
associated with Seller's supply of \Vholesale Standard Offer Service and any other require-
ments imposed by NEPOOL or the ISO, as they may be in effect from time to time. To the
extent that any NEPOOL, ISO or any successor entity expenses or uplift costs are allocated to
wholesale suppliers, the portion of such costs associated ~th Seller's supply of Standard
Offer Service ~Il also be the responsibility of Seller. To the extent any costs contemplated
by this paragraph are applicable to NECO and recoverable by NECO from its customers,
NECO shall be responsible for such costs.

ARTICLE 3. TERM AND REG ULA TORY APPROV AL

3. ilrm

The term of this Agreement shall begin at 12:01 am on the Closing Date and continue
until the earlier of: (a)II:S9 pm on December 31,2009; or (b) the f1Ist date that NECO has
no requirements for electric capacity and energy to supply Standard Offer Service that are not
satisfied by contracts resulting from the Standard Offer Auction.

5013997~.0l-0~S7.
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3.2 Obtainin~ and Maintainin£ Reauired f~mli1$;

(a) Perfonnance WIder this Agreement is conditioned upon both Parties securing
and maintaining such federal, state or local approvals, grants or permits as may be necessary
for the sale and purchase of Wholesale Standard Offer Service, which shall not include any
approvals, grants, or pennits necessary for the operation of any particular generating facility .
Each party shall use reasonable efforts tO acquire and maintain such approvals, grants or
pem1its. If the acquisition or maintenance of a particular approval, grant. or permit requires a
modification to this Agreement, then the Parties agree to negotiate in good-faith to reach a
mutually agreeable modification of the Agreement. The Parties are not required to reach such
a mutually acceptable modification.

(b) Seller will file this Agreement with FERC (and any other regulatory agency as
may have jurisdiction over the Agreement) in accordance with the provisions of applicable
laws, rules and regulations. Seller will be responsible for any ruing fees for filing this
Agreement with FERC (and any other regulatory agency as may have jurisdiction over the
Agreement) and for any regulatory assessments associated with sales under this Agreement.
FERC approval of this Agreement shall be a condition to the obligations of the ParT.ies
hereunder .

ARTICLE 4. SALE AND PURCHASE

Seller shall sell and deliver to the Delivery Points, as defined in ARTICLE 6,
SECTION 6.1, and NECO shall purchase 90.78% ofNECO's requirements for Wholesale
Standard Offer Service. NECO's requirements for Wholesale Standard Offer Service shall be
detem1ined on the basis of ARTICLE 6, SECTION 6.3, below, and the price for such sale and
purchase shall be as set fonh in ARTICLE 5, SECTION 5.1, below.

6O~3"~2.0~.O~S~.
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PRICE AND BILLINGARTICLE 5.

5.1 ~

For each kilowatt hour of \J.t11olesale Standard Offer Service that Seller delivers to the
Delivery Points, in accordance with ARTICLE 6, SECTION 6.3, below, NECO shall pay
Seller a price equal to the following amounts for each period during the term of this Agree-

ment:

Period Price in Cents per
kWh

1998 3.2 Cents

1999 3.5 Cents

3.8 Cents2000

2001 3.8 Cents

2002 4.2 Cents

2003 4.7 Cents

2004 5.1 Cents

2005 5.5 Cents

2006 5.9 Cents

2007 6.3 Cents

6.7 Cents2008

2009 7.1 Cents

In addition, in the event of increases in the market price of No.6 residual fuel oil ( 1 %
sulphur) and natural gas after 1999 as described in Appendix A, NECO shalt pay Seller a
percentage of any incremental revenues received by NECO as a result of NECO's Customer
Rate Fuel Adjustment, described in Appendix A, attached and incorporated herein by
reference. Such percentage, with respect to the billing month, shall equal the percentage of
NECO' s total Standard Offer Service requirements during the month that Seller delivers under

this Agreement.

7Ol39972.0l.0lS'.
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5.2 Pay-m~nt

(a) On or before the tenth (lOth) day of each month during the tenn of this Agree
ment. NECO shall: (i) calculate the amount due and payable to Seller pursuant to this
ARTICLE 5 with respect to the preceding month; and (ii) advise Seller of the schedule upon
which it shall pay the amount so calculated, which schedule shall comply with paragraph (b ),
below. The amount payable shall be calculated by multiplying the Price specified in the flrst
paragraph of ARTICLE 5, SECTION 5.1, above, for the applicable Conttact Period by the
quantity of Wholesale Standard Offer Service delivered by Seller to the Delivery Points for
NECO's Standard Offer Service customers in the month, as determined in accordance with
ARTICLE 6, SECTION 6.3, below. Because quantities determined under SECnON 6.3 are
estimated. subject to a reconciliation process described in SECTION 6.3(d), quantities used in
calculations under this paragraph (a) shall be subject to adjustment, whether positive or
negative, in subsequent months' calculations, to reflect that reconciliation process, and any
adjusted quantities shall be applied to the Price applicable during the month of the calculation
being adjusted. Seller's percentage of any Customer Rate Fuel Adjustment incremental
revenue shall be added to such amount.

(b) NECO shall pay Seller any amounts due and payable on or before the twenty-
fifth (25th) day after the date a calculation is made pursuant to paragraph (a), provided that, if
and to the extent NECO pays Seller any portion of the amount due and payable before the
twenty-fifth (2Sth) day after a calculation is made, it shall be entitled, \JIithout intereSt or
penalty, to defer payment of an equal portion of the amount due and payable for that month
by the lesser of: (i) the same nwnber of days that the early payment preceded the twenty-fifth
day after the calculation; and (ii) twenty-five (25) days. If all or any pan of any amount due
and payable pursuant to paragraph (a) shall remain unpaid thereafter, interest shall thereafter
accrue and be payable to Seller on such Wlpaid amount at a rate per armum equal to two
percent (2%) above the Prime Rate in effect on the date of such bill; ~rovided. however. if
the amount due and payable is disputed, intereSt shall accrue and be payable to Seller on the
unpaid amount fma1ly determined to be due and payable at a rate per annwn equal to the
Prime Rate in effect on the date of the calculation pursuant to paragraph {a); and Rrovid~d.
funher, no interest shall accrue in favor of Seller or NECO on amounts that are added to or
credited against a calculation due to the adjustment of estimated quantities in accordance with
paragraph (a) and ARTICLE 6, SECTION 6..1.

(c) With respect to reconciliation adjusunents pursuant to SECTION 6.3(d) or any
error in a calculation (whether the amount is paid or not), any overpayment. underpayment, or
reconciliation adjustment will be refunded or paid up, as appropriate. Interest shall accrue
from the date of the error or adjustment on the unpaid or overpaid amount fmally detennined
to be due and shall be calculated pursuant to Section 35.19a of the Commission regulations.

801)"71.C~.O.S7.
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Taxes. Fees and Levies

Seller shall be obligated to pay all present and future taxes, fees and levies which may
be assessed upon Seller by any entity upon the purchase or sale of electricity covered by the
Agreement. To the extent such taxes, fees, and levies are allowed to be, and are actually,
recoverable by NECO from its customers, NECO shall reimbW'se Seller for such taxes, fees,
and levies paid by Seller. It is expressly agreed that Seller shall not be responsible for, and
shall be held harmless from, the Rhode Island Tax on gross receipts or earnings (Public
Service Corporation Tax, Chapter 44-13 of the Rhode Island General Laws, as amended or

superseded).

DELIVERY t LOSSES, AND DETE~ATION AND
REPORTING OF HOURL y LOADS

ARTICLE 6.

6.1 ~li-Y-erY

All electricity shall be delivered to NECO in the fonn of three-phase sixty-hertz
alternating current at any location on the NEPOOL PTF system or NECO's System ("Deliv-
ery Points'.). Title sha.ll pass to NECO at the Delivery Point and Seller shall incur no expense
or risk beyond the Delivery Point other than those described in SECTION 6.2. If the
NEPOOL control area experiences congestion. Seller will be responsible for any congestion
costs incurred in delivering power across the PTF system to NECO to the cxtent such costs
are imposed by NEPOOL or the ISO on suppliers. Seller shall be responsible for all
transmission and distribution costs associated with the use of transmission systems outside of
NEPOOL and any local point to point charges and distribution charges needed to deliver the
power to the NEPOOL PTF.

Losses

Seller shall be responsible for all transmission and distribution losses associated with
the delivery of electricity supplied Wlder this Agreement to the meters of ultimate customers
of NECO receiving retail Standard Offer Service, provided. however, that losses do not
include service to unmetcred facilities for which estimates of kWh use are available and
provided, further, that Seller shall not be responsible for unmetered use or consumption of
electricity by NECO's Affiliates. Seller shall provide NECO at the Delivery Points with
additional quantities of electricity and ancillary services to cover such losses, but Seller shall
not be entitled to payment under ARTICLE 5 of this Agreement for such additional quantity.
The quantjties required for this purpose in each hour of a bjlling period shall be determined in
accordance with NEPOOL's, NF.P's and NECQ's filed procedures for loss detemUnation.

9Ol39~~2.0\-O~S'.
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Determination and ReQortin2 of Hourlv Loads6.3

(a) To meet its NEPOOL obligations, Seller, or a NEPOOL member having an
own-load dispatch or settlement accoWlt with the NEPOOL billing system with whom Seller
has a load inclusion agreement, must repon to NEPOOL or the ISa the Standard Offer
Service load for which Seller is providing Wholesale Standard Offer Service pursuant to this
Agreement, including losses. To accomplish this, NECO will estimate its total hourly
Standard Offer Service load based upon average load profiles developed for each NECO
customer class and NECO's acnJa1 total hourly load. Appendix B, attached and incorporated
herein by reference, provides a general description of the estimation process that NECO \JIill
initially employ (the "Estimation Process"). NECO reserves the right, subject to the approval
of appropriate regulatory authorities having jurisdiction to modify the Estimation Process in
the future, provided that any such modification be designed to improve the accuracy of its
results, and provided funher that NECO shall consult with Seller and other similarly situated
sellers to the maximum extent pennitted by any applicable standards of conduct. NECO will
report to NEPOOL, on behalf of Seller or such other NEPOOL member, Seller's hourly
Standard Offer Service load, which shall equal the portion of NECa's estimated total
Standard Offer Service hourly toad for which Seller is responsible for supplying Wholesale
Standard Offer Service under this Agreement.

(b) NECO will report to NEPOOL or the ISO Seller's hourly adjusted Standard
Offer Service loads by 12:00 noon of the second following business day. This adjusted load
should be added by NEPOOL or the ISO to the other NEPOOL load of Seller or such other
NEPOOL member.

(c) At the end of each month, NECO shall aggregate Seller's hourly loads for the
month as detennined by the Estimation Process. For purposes of SECTION 5.1, above, the
result of the Estimation Process. less losses to the Standard Offer Service customers' meters
determined as specified in ARTICLE 6 SECTION 6.2, above, will be deemed to be the
quantity of Wholesale Standard Offer Service delivered by Seller to the Delivery Points in a

month.

(d) To refine the estimates of Seller's monthly Standard Offer Service load
developed by the Estimation Process, a monthly calculation will be perfomled to reconcile the
original estimate of Seller's Standard Offer Service loads to actual cUStomer usage based on
meter reads. NECO will apply any resulting billing adjustment (debit or credit) to Seller's
account no later than the last day of the third month following the billing month. Appendix
B, attached and incorporated herein by reference, also provides a general description of this
reconciliation process.

10o~Jgg12.01.0~S?
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DEFAULT AND TERMINATIONARTICLE 7.

7.1 Material Breach and T ennination

(a) (i) If NECO fails in any material respect to comply with, observe or
perform any covenant, WaITanty or obligation under this Agreement
(except due to causes excused by force majeure or attributable to
Seller's wrongful act or wrongful failure to act); and

After receipt of \\Titten notice from Seller such failure continues for the
Cure Period (as defined below), or, if such failure cannot be reasonably
cured within the Cure Period, such further period as shall reasonably be
required to effect such cure (except in the case of a payment default),
provided that NECO conunences within the Cure Period to cffect such
cure and at all times thereafter proceeds diligently to complete such cure
as quickly as possiblcj then

Seller shall have the right to tenninate this Agreement, subject to
paragraph (c) below. For purposes of this Section 7. 1 (a), the Cure
Period shall mean five days in the case of a failure by NECO to fulfill
its payment obligations pursuant to Section 5.2 and forty-five (45) days
in the case of a failure by NECO to comply with, observe or perform
any other covenant, warranty or obligation Wlder this Agreement. If an
W1excused failure to pay continues for fifteen (IS) days, Seller shall
have the right to suspend service Wltil payrnCDt is made in full and
appropriate security is posted for future payments or to terminate this

Agreement.

(b) (i) If Seller fails in any material respect to comply with, observe, or
perform any tOVClWlt, warranty or obligation Wlder this Agreement
(except due to tauses excused by force-m!i~Yr~ or attributAble to
NECO's wrongful act or wrongful failure to act); and

After receipt of ~tten notice from NECO such failure continues for a
period of forty-five (45) days, or, if such failure cannot be reasonably
cured ~thin such forty-five (45) day period. such further period as shall
reasonably be required to effect such cure, provided that Seller com-
mences ~thin such forty-five (45) day period to effect such cure and at
all times thereafter proceeds diligently to complete such cure as quickly
as possible; then

NECO sba11 have the right to tenninate this Agreement, subject to
paragraph (c) below.

11Ol)"72-01-01S7a
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(c) Any tennination arising out of the exercise of the termination rights specified
in paragraphs (a) or (b) above (with the exception of termination for a payment default) may
not take effect unless and until an arbittator (pursuant to ARTICLE 15, SECTION 15.2 of
this Agreement) has made a ruling that the exercise of such temtination right was valid. The
fact that one party alleged to be in material breach of this Agreement (" Alleged Breaching
Party') complies with the request of the other to cure an alleged material breach shall not be
considered by the arbitrator as an admission against the Alleged Breaching Party or evidence
that such party was or was not in material breach.

(d) Nothing in this SECTION 7.1 shall be conStn1ed to limit the right of any party
to seek any remedies for damages, as limited by ARncLE 9 of this Agreement. even if a
cure of an alleged breach is made ~thin the periods of time specified for curing any such
breach stated above. The provisions of this SECTION 7.1 are intended only to provide the
exclusive process through which one party may exercise and effectuate its right to tenninate
this Agreement as a result of a matcrial breach of this Agreement.

ARTICLE 8. NOTICES, REPRESENT A TIVES OF THE p ARTIES

8.1 Notices

Any notice, demand, or request required or authorized by this Agreement to be given
by one party to another party shall be in writing. It shall either be sent by facsimile (con-
firmed by telephone), overnight courier, personally delivered and acknowledged in writing or
by registered or certified mail, (return receipt requested) postage prepaid, to the representative
of the other party designated in this ARTICLE 8. Any such notice, demand, or request shall
be deemed to be given (i) when sent by facsimile confirmed by telephone, (ii) when actually
received if delivered by courier or personal deliver or (iii) three (3) days after deposit in the
United States mail, if sent by fIrst class mail.

Notices and other communications by Sellcr to NECO shall be addressed to:

The Narragansen Electric Company
c/o New England Power Service Company
25 Research Drive
Westborough, MA 01582
Attention: Michael J. Hager
Fax: (508) 389-3001

Notices and other communications by NECO to Seller shall be addressed to:

USGcn Ncw England, Inc.
7500 Old Georgetown Road, 13th Floor
Bethcsda, MD 20814
Attention: Stephcn A. Herman

12OlJ9972.Cl-OlS7a
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Fax: (301) 718-6913

Any party may change its representative by written notice to the others.

8.2 AuthoritV of Regresentative

The parties' representatives designated in ARncLE 8, sEcnoN 8.1 shall have full
authority to act for their respective principals in all teclU1ical matters relating to the perfor-
mance of this Agreement. They shall not, however, have the authority to amend. modify, or
waive any provision of this Agreement unless they are authorized officers of their respective
entities.

ARnCLE 9. LIABILITY t INDEMNIFICATION, AND
RELA nONSHIP OF p ARmS

9.1 Limitation on ConseQuential. Incidental and Indirect Dam!Bes

To the fullest extent permissible by law, neither NECO nor Seller, nor dleir respective
officers, directors, agents, employees. parent or affiliates. successor or assigns, or their
respective officers, directors. agentS. or employees. successors, or assigns, shall be liable to
the other party or its parent. subsidiaries. affiliates. officers, directors, agents, employees,
successors or assigns. for claims, suits, actions or causes of action for incidental, indirect,
special, pW1itive, multiple or consequential damages (including attomey.s fees or litigation
costs) connected with or resulting from performance or non-perfOlU1ance of this Agreement,
or any actions undertaken in connection with or related to this Agreement, including without
limitation any such damages which are based upon causes of action for breach of contract,
tort (including negligence and misrepresentation). breach of warranty, strict liability, Rhode
Island Gen. Laws Title 6, c. 13.1, staNTe, operation of law, or any other theory of recovery .
The provisions of this SECTION 9.1 shall apply regardless of fault and shall survive
tennination. cancellation, suspension, completion or expiration of this Agreement.

9.2 Recovery of Direct Damages Permitted

Notwithstanding the provisions of ARncLE 9, SECTION 9.1, subject to the duty to
mitigate damages as provided under common law of damages recovery, both NECO and
Seller shall be entitled to recover their acn1al, direct damages (i) incWTed as a result of the
other party's breach of this Agreement or (ii) incWTed as a result of any other claim arising
out of any action unde11aken in coJU\ection with or related to this Agreement. For purposes of
avoiding any disputes about the difference betWeen direct damages and consequential
damages. the parties agree as follows:

(a) (I) To the extent that NECO is found to be in breach of this Agreement or
liable under another cause of action; and
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(2) as a result of such breach or event giving rise to the cause of action.
Seller suffers loss of profits that Seller reasonably expected to have
recei ved from NECO under this Agreement had NECO performed under
this Agreement; then

Seller shall be entitled to recover any lost profits that Seller can demon-
stratc it lost or will lose as 8 result of NECO's breach, subject to the
duty to mitigate.

(3)

(I) To the extent that Seller fails to provide NECO 'Wholesale Standard
Offer Service Power under the tenns of this Agreement; and

(b)

(2) as a result, Seller is found to be in material breach of this Agreement or
liable under another cause of action; and

subject to the duty to mitigate, NECO purchases (as a result of Seller's
failure) power from a third party at a price that is higher than what
NECO would have paid under the terms of this Agreement. NECO may
retover the difference between the price NECO paid to such third party
and the price it would have paid had Seller performed; Rrovided. ~
mr, Seller shall not be liable to NECO for lost profits associated with
any expected revenue streams from the sale of power to third parties or
lost profits from any other contracts or sales.

(3)

(c) Except as provided in paragraphs (a) and (b) above, neither NECO nor Seller
shall be liable to the other for lost profits arising out of performance, or non-perfonnance of
this Agreement, whether such lost profits may be categorized as direct, incidental, indirect, or
consequential damages and irrespective of whether such claims are based upon warranty , tort,
strict liability. contract, statute (including R.I. G.L. Title 6, c. 13.1), operation of law or
otherl.Jfise.

9.3 IndefMification

(a) Seller agrees to defend, indemnify and save NECO, its officers, directors,
cmployecs, agents, successors, assigns, and Affiliates and their officers, directors, employees,
and agents hannless from and against any and all claims, suits. actions or causes of action for
damage by reason of bodily injury, death, or damage to property caused by Seller, its officers,
directors, employees, agentS or affiliates or caused by or sustained on its facilities, except to
the extent caused by an act of negligence or willful misconduct by an officer, director, agent,
employee or Affiliate of NECO or their successors or assigns.

(b) NECO agrees to defend, indemnify and save Seller, its officers, directors,
employees, agents. successors, assigns, and affiliates and their officers, directors, employees,
and agents hanDless from and against any and all claims, suits, actions or causes of action for
damage by reason of bodily injury, death, or damage to property caused by NECQ, its
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officers. directors, employees, agents or affiliates or caused by or sustained on its facilities,
except to the extent caused by an act of negligence or willful misconduct by an officer ,
director, agent, employee or Affiliate of Seller or their successors or assigns.

(c) If any party intends to seek indemnification under this ARncLE from the
other party with respect to any action or claim) the party seeking indemnification shall give
the other party notice of such claim or action within fifteen ( 15) days of the commencement
of, or actual knowledge of, such claim or action. Such pany seeking indemnification shall
have the right, at its sole cost and expense, to participate in the defense of any such claim or
action. The party seeking indemnification shall not compromise or senle any such claim or
action without the prior consent of the other party , which consent shall not be unreasonably

withheld.

Inde~ndent COnrractoLS~9.4

Nothing in this Agreement shall be conSa'1ed as creating any relationship betWeen
NECO and Seller other than fuat of independent contractors for the sale and purchase of
electricity provided as Wholesale Standard Offer Service.

ASSIGNMENTARTICLE 10.

10.1 Assignment

This Agreement and all of the provisions hereof shall be binding upon and inure to the
benefit of the parties hereto and their respective successors and pennitted assigns, but neither
this Agreement nor any of the rights. interests or obligations hereWlder shall be assigned by
any party hereto, including by operation of law ~thout the prior \\ITitten consent of the other
party , nor is this Agreement intended to confer upon any other Person except the parties
hereto any rights or remedies hereunder. NotWithstanding the foregoing, (i) NECO may,
without Seller's prior wrinen consent, (A) assign all or a portion of itS rightS and obligations
under this Agreement to any Affiliate of NECO or (8) assign its rights and obligations
hereunder, or transfer such rights and obligations by operation of law, to any corporation or
other entity with which or into which NECO shall merge or consolidate or to which NECO
shall transfer all or substantially all of its assetS, provided that such Affiliate or other entity
agrees to be bound by the tenns thereof; provided, in either case, that the assignee or
transferor shall have senior securities rated investment grade or bener; (ii) the Seller may
assign all of its rights and obligations hereWlder to any wholly owned Subsidiary (direct or
indirect) of PG&E Corporation and upon NECO's receipt of notice from Seller of any such
assignment, the Seller will be relcased from all liabilities and obligations hereunder, accrued
and unaccrued, such assignee wilt be deemed to have assumed, ratified, agreed to be bound by
and perform all such liabilities and obligations, and all references herein to "Seller" shall
thereafter be deemed references to such assignee, in each case without the necessity for
further act or evidence by the panies hereto or such assignee; provided. however, that no such
assigrunent and assumption shall release the Buyer from its liabilities and obligations
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hereunder unless the assignee shall have acquired all or subStantially all of the Buyer's assets;
provided, further, however, that no such assigrunent and assumption shall relieve or in any
way discharge PG&E Corporation from the performance of its duties and obligations under
the Guaranty dated as of the date of this Agreement executed by PG&E Corporation, and (iii)
the Seller or itS pemlitted assignee may assign, transfer, pledge or oTllerwise dispose of its
rightS and interests hereunder to a trustee or lending institution(s) for the purposes of fmanc-
ing or refinancing the Purchased Assets, including upon or pursuant to the exercise of
remedies under such financing or refinancing, or by way of assigmnents, transfers, convey-
ances or dispositions in lieu thereof; provided, however, that no such assigmnent or disposi-
tion shall relieve or in any way discharge the Seller or such assignee from the performance of
its duties and obligations under this Agreement. NECO agrees to execute and deliver such
documenu as may be reasonably necessary to accomplish any such assignment, transfer ,
conveyance, pledge or disposition of righ~ hereunder so tong as NECQ's righ~ under this
Agreement are not thereby altered, amended, diminished or otherwise impaired.

SUCCESSORS AND ASSIGNSARnCLE 11.

This Agreement shall inure to the benefit of and shall be binding upon the parties
hereto and their respective pennitted successors and assigns.

FORCE MAJEUREARTICLE 12.

E~C?!:~~ Maje!:!!:e- StMd~d

The parties shall be excused from performing their respective obligations hereunder
and shall not be liable in damages or otherwise, if and only to the extent that they are W1able
to so perfonn or are prevented from perfonning by an event of force majeure.

Force Majeure Definition

An event of force majeure includes) without limitatio~ storm, flood, lighming,
drought, earthquake, fIre, explosion, equipment failure, civil diSnlrbance, labor dispute, act of
God or the public enemy, action of a court or public authority, or any other cause beyond a
party's control, but only if and to the extent that the event directly affects the availability of
the transmission or distribution facilities of NEPOOL, NECO or an Affiliate necessary to
deliver Wholesale Standard Offer Service to NECO's customers. Events affecting the
availability or cOSt of operating any generating facility shall not be events of force maieure.

Obligation to Dilie:.entlv Cure~Eorce Majeure

If any party shall rely on the occurrence of an event or condition described in
ARTICLE 12, SECTION 12.2, above, as a basis for being excused from perfonnancc of itS
obligations Wlder this Agreement, then the party relying on the event or condition shall:

16Ol)'972.01-01S7&



NO.556

provide written notice to the other paJ1ies promptly but in no event later
than 5 days of the occurrence of the event or condition giving an
estimation of its expected duration and the probable impact on the
perfomlance of its obligations hereunder;

a.

b. exercise all reasonable efforts to continue to perfonn its obligations
hereunder;

expeditiously take reasonable action to correct or cure the event or
condition excusing performance; ~rovided !!1!! settlement of strikes or
other labor disputes will be completely within the sole discretion of the
party affected by such strike or labor dispute;

c.

do exercise all reasonable efforts to mitiaate or limit damages to the other
parties to the extent such action will not adversely affect its own inter-
esls; and

provide prompt notice to the other parties of the cessation of the event
or condition giving rise to its excuse from performance.

e.

ARTICLE 13. WAIVERS

The failure of either party to insist in anyone or more instance upon strict perfor-
mance of any of the provisions of this Agreement or to take advantage of any of its rights
under this Agreement shalt not be constrUed as a general waiver of any such provision or the
relinquishment of any such right, but the same shall continue and remain in full force and
effect, except with respect to the panicular instance or inStAnces.

ARTICLE 14. REGULAnON

14.1 Laws and Reg1!lations

This Agreement and all rights, obligations, and performances of the parties hereunder 1
are subject to all applicable Federal and State laws' and to all duly promulgated orders and
other duly authorized action of governmental authority having jurisdiction.

14.2 NEPOOL Reguirements

This Agreement mUSt comply with all NEPOOL Criteria, Rules, and Standard
Operating Procedures (""Rules"). If, during the tenn of this Agreement. the NEPOOL
Agreement is tenninated or amended in a manner that would eliminate or materially alter a
Rule affecting a right or obligation of a party hereunder, or if such a Rule is eliminated or
materially altered by NEPOOL, the parties agree to negotiate in good faith in an attempt to
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amend this Agreement to incorporate a replacement Rule ("Replacement Rule"). The intent
of the parties is that any such Replacement Rule reflect, as closely as possible, the intent and
subStance of the Rule being replaced as such Rule was in effect prior to such tennination or
amendment of the NEPOOL Agreement or elimination or alteration of the Rule. If the parties
are unable to reach agreement on such an amendment, the parties agree to submit the matter
to arbitTation under the terms of Appendix C, attached and incorporated herein by reference.
and to seek a resolution of the matter consistent with the above stated intent.

ARnCLE IS. INTERPRET A TION, DISPUTE RESOLUnON

15.1 Intemreta.tion

The interpretation and performance of this Agreement shall be in accordance Mth and
controlled by the laws of The State of Rhode Island.

15.2 Dispute Resolution

AJl disputes between NECO and SeJler arising out of or relating to this Agreement
which are defined as " Arbitrable Claims" in SECTION 2 of Appendix C, attached and

incorporated herein by reference, shall be resolved by binding arbitration and be governed by
the ternls of such Arbitration Agreement. Any arbitration of an Arbitrable Claim that is

substantially related to an arbitrable claim under a Wholesale Standard Offer Service

Agreement among Seller. Massachusetts Electric Company. and Nantucket Electric Company
shall be conducted jointly with the arbitration of the latter claim, before the same panel of

arbitrators. with NECO, Massachusetts Electric Company, and Nantucket EJectric Company
jointly exercising their rights regarding the selection of arbitrators. Any decisions of the
arbitrators shall be fmal and binding upon the parties.

ARTICLE 16. SEVERABILITY

If any provision or provisions of this Agreement shall be held invalid, illegal, or
unenforceable. the validity .legality , and enforceability of the remaining provisions shall in no
way be affected or impaired thereby.

ARTICLE 17. MODIFICA nONS

No modification to this Agreement will be binding on any party unless it is in writing
and signed by all parties.
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ARnCLE 18. SUPERSESSION

This Agreement constitutes the entire agreement between the parties relating to the
subject matter hereof and its cxecution supersedes any other agreements, written or oral,
between the panies concerning such subject matter.

COUNTERP ARTSARTICLE 19.

This Agreement may be executed in any number of counterparts, and each executed
co1.Ulterpart shall have the same force and effect as an original instrument.

HEADINGSARTICLE 20.

Article and Section headings used throughout this Agreement are for the convenience
of the parties only and are not to be construed as part of this Agreement.

19O1399'2.01-01S'.
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IN WITNESS wHEREOF. the pani~ bayc '1\Ued dIe&r duly wtborizcd reprcsca\a.
tives to ~Ic: chis ACreement on tbcit behalf IS of tbe dale first above wr\1(eD.

THE NARRAoANsm f.LECTI1C

COMPANY

..,-. ( .,1 :'
, " , ' ;

BY: .,.. -' ( ..or' ~ ",,~! (,.. C-oo-k ~ -
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~

IN WITNESS WHEREOF, the parties have caused their duly authorized representa.

tives to execure this Agrecment on their behalf as of the date first above written.

THE NARRAGANSETr ELECTRIC
COMPANY

BY: --

Its

USGEN ACQUISITION CORPORA TION

BY: -ffi~ ~

M. Richard Smith

Its Vice President.
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Appendix A. Incremental ReveDues

From NECO Customer Rate Fuel AdjustmeDt

In the event of substantial increases in the market prices of No.6 residual fuel oil (1%
sulphur) and natural gas after 1999, incremental revenues received by NECO as a result of
NECO's Customer Rate Fuel Adjustment. described below, will be fully allocated among
suppliers of Wholesale Standard Offer Service Power in proportion to the percentage of
NECa's total Standard Offer Service requirements during the month that such supplier
delivers under its respective agreement with NECO.

NECO's Customer Rate in effect for a given billing month is multiplied by a "Fuel
Adjustment" that is set equal to 1.0 and thus bas no impact on the CUStomer Rate wlless the
"Market Gas Price" ~ "Market Oil Price" for the billing month exceeds the "Fuel Trigger

Point" then in effect, where:

The NECO Customer rate for retail customers who elect stan-
dard Offer Service by choice or inaction is the following prede-
tennined, flat rate for energy consumed:

Price ~r Kilowatt hourCaJendar y ~ar

1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

3.2 cents

3.5 centS

3.8 cents

3.8 cents

4.2 cents

4.7 cents

5.1 cents

5.5 cents

5.9 cents

6.3 cents

6.7 cents

7.1 cents

Market Gas Price is the average of the values of "Gas Index" for the most recent

available rwelve months, where:

Gas index is the average of the daily settlement prices for the
last three days that the NYMEX Contratt (as defmed below) for
the month of delivery trades as reponed in the "Wall Street
Journal", expressed in dollars per Ml\Imtu. NYMEX Contract
shall mean the New York Mercantile Exchange Natural Gas
Futures Contract as approved by the Commodity Futures Trading
Colmnission for the purchase and sale of natura! gas at Henry

Hub;
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Market Oil Price is the average of the values of "Oillndex" for the most recent

available twelve months. where:

Oil Index is the average for the month of the daily low quota-
tions for cargo delivery of 1.0% sulphW" No.6 residual fuel oil
into New York harbor, as reported in "Plan's Oilgram U.S.
Marketscan" in dollars per barrel and converted to dollars per
~tu by dividing by 6.3; and

If the indices referred to above should become obsolete or no longer suitable. NECO
shall file alternate indices with the RlPUC.

Fuel Trigger Point is the following amounts, expressed in dollars per !'-IfMBtu,

applicable for all months in the specified calendar year:

$5.3 5/MMBtu
$5.35
$6.09
$7.01
$7.74
$8.48
$9.22
$9.95
$10.69
$11.42

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

In the event that the Fuel Trigger Point is exceeded, the Fuel Adjustment value for the
billing month is determined based according to the following fol111ula:

(~ket Gas Price +S.60/MMBtu)+(Market Oil Price +S.Q4/MMBtu)

Fuel Trigger Point+$.60+$.O4fMMBtu

Fuel ~

Adjustment

Where:

Market Gas Price, Market Oil Price and Fuel Trigger Point are
as defmed above. The values of $.60 and S.04/MMBtu represent
for gas and oil respectively, estimated basis differentials or
market costs of transportation from the point where the index is
calculated to a proxy power plant in the New England market.

F or example if at a point in the year 2002 the Market Gas Price and Market Oil Price
total $6.50 ($3.50rM:MBtu plus $3.00/MMBtu respectivcly), the Fuel Trigger Point of 6.09
would be exceeded. In this case the Fuel Adjusunent value wouJd be:

A-2
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~~

($~.5~$.60ft..1[MBtU)+($3.00+$.O4I'MMBtU} -1.0609

$6.09+$. 60+$. 04/MMBtU

The Customer Rate paid to NECO is increased by this Fuel Adjusuncnt factor for the billing
month, becoming 4.4S48t/kWh (4.2 x 1.0609).

In subsequent months the same comparisons are made and, if applicable, a Fuel
Adjustment detennined.
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Appendix B. Estimation or Supplier Hourly Loads

Overview

Generating units operated by suppliers are dispatched by the power pool to meet the
region's elecnical requirements reliably, and at the lowest possible cost. As a result, a
supplier's electricity production may not match the demand of its customers. In each hour
some suppliers with low cost production units are net sellers of electricity to the pool, while
other suppliers are purchasing power from the pool to meet the demand of their customers.
To detennine the extent to which suppliers are net buyers or sellers on an hourly basis, it is
necessary to estimate the hourly aggregate demand for all of the customers served by each
supplier ("own-load"). NECO will estimate Seller's Wholesale Standard Offer Service ""own-
load" within NECO's service tenitory and report the hourly results to NEPOOL or the ISO

on a daily basis.

The estimation process is a cost effective approach to producing results that are
reliable, unbiased and reasonably accurate. The hourly load estimates will be based on rate
class load profiles which will be developed from statistically designed samples. Each day, the
class load shapes \-..ill be scaled to the population of customers served by each supplier
contracting with NECO as a result of the Standard Offer Auction ("Standard Offer Auction
Supplier"), Seller, and any other entity providing Wholesale Standard Offer Service. In cases
where telemeter.ed data on individual customers are available, they will be used in place of the
estimated shapes. On a monthly basis, the estimates will be refmed by incorporating actual
usage data obtAined from meter readings. In both processes, the sum of all suppliers ,

estimated Standard Offer Service loads will match the total load delivered into the distribution
system. A description of the estimation process follows.

Daily EstimatioD of Supplien' Own Load

The daily process estimates the hourly load for each Standard Offer Auction Supplier,
Seller, and any other entity providing Wholesalc Standard Offer Service. for the previous day.

There are four components in this process:

Select a proxy date from the previous year with characteristics which best
match the day for which the hourly demand eStimates are being produced.
Extract class load shapes for the selected proxy date from the load research

data base.

.

Scale the class load shapes appropriately for each individual customer based on
the usage level of the customer relative to the class average usage level.

.

Calculate a factor for each customer which reflects their relative usage level
and includes an adjusunent for losses ("load adjustment factor"). Aggregate the
load adjustment factors across the customers served by each supplier in each
class.

.
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Produce a preliminary estimate of each supplier's hourly loads by combining
the proxy day class load shapes with the supplier's total load adjustment
factors. Aggregate the loads across the classes for each supplier .

.

AdjUSt the preliminary hourly supplier estimates so that their sum is equal to
NECO's acNal hourly metered loads (as metered at the point of delivery to the
disuibution syStem) by allocating any differences to suppliers in proponion to
their estimated load.

.

MODthly Reconciliation Process

The monthly process will improve the estimates of Standard Offer Service supplier
Loads by incorporating the most recent customer usage information. which will be available
after the monthly meter readings are processed. A comparison will be made betWeen
customers' estimated and actual usage, by billing cycle, then summed across billing cycles for
each supplier. The ratio between the actual kWh and the estimated k\Vh reflects the kWh
amount for which the supplier may have been overcharged or undercharged by NEPOOL or
the ISO during the month. This ratio will be used to develop a kWh adjUStment amount for
each supplier for the calendar month. The sum of the adjustmentS will be zero because the
total kWh will still be constrained to equal NECO's actual hourly metered Standard Offer
Service loads during the mond1.
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Appendix c. Arbitration Agreement

ARBITRA TION AGREEMENT

This Arbitration Agreement. dated as of (date of Whole.
sale Standard Offer Se",ite Agreement). is entcred into between The Narragansett Electric
Company. a Rhode Island corporation ("NECa") and, a

(describe entity) ("Seller"). Reference is made to that certain
Wholesale Standard Offer Service Agreement dated as of , 199- (the
"Service Agreement") between NECO and Seller. Unless otherwise specified or apparent
from the context of this Arbitration Agreement, the teIn1 "Party" sball mean either NECO or
Seller, or both of them.

WHEREAS, NECO and Seller wish to avoid the burden, time, and expense of court
proceedings with respect to any disputes that may arise from or relate to the Service Agree-
ment, and to submit such disputes to mandatory binding arbitration if they CarulOt first be
resolved through negotiation and mediation.

NOW, THEREFORE. NECO and SELLER AGREE AS FOLLOWS:

Mediation1.

Before resorting to mediation or arbitration under this Arbitration Agreement, the
Parties will try to resolve promptly through negotiation any Arbitrable claim, ~ deflned
below. If the Arbitrable Claim has not been resolved tlU'ough negotiation within ten (10) days
after the existence of the Arbitrable Claim has been brought to the attention of the other Party
in a writing, any Party may request in writing to resolve the Arbitrable Claim through
mediation conducted by a mediator selected by agreement of the Parties. The mediation
procedure shall be determined by the Parties in consultation with the mediator. Any medica-
tion pursuant hereto shall be kept confidential. The fees and expenses of the mediator shall
be borne equally by the Parties. If the Parties are unable to agree upon the identity of a
mediator or a mediation procedure within ten ( 10) days after a Party has requested mediation
in writing or if the Arbitrable Claim has not been resolved to the satisfaction of either NECO
or Seller within forty (40) days after the Parties have selected a mediator and agreed upon a
mediation procedure, either Party may invoke arbitration pursuant to the following sections by
notifying the other Party of such selection in writing consistent with Section 3(c)t below.

Mandatorv Arbitration2.

(a) Except as provided in paragraph (b) of this Section 2 and in Section 8. below,
any case. controversy or claim arising out of or relating to the Service Agreement. its breach,
or any other disputes arising out of the business relationship created by the Service Agree-
ment, of whatever nature, including but not limited to any claim based in contract. in law, in
equity , any statute. regulation. or theory of law now in existence or which may come into
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existence in the fun1re, whether known or unknown, including Mthout limitation, claims based
upon deceit. fraudulent inducement, misrepresentation, 18 U.S.C §§1962 and 1964 (RICO),
and R.I. G.L. Title 6, c. 13.1, the federal and state antitrust laws (collectively, the ."Arbitrable
Claims"), which cannot be resolved by negotiation or mediation, as provided in Section I
above, shall be submitted to mandatory , binding, and final arbitration in accordance with
procedures set forth in this Agreement. which shall constitute the exclusive remedy for any
and all Arbitrable Claims.

(b) Notwithstanding paragraph (a) above, physical accidents or events giving rise to
negligence or intentional tort claims for the recovery of property damages and/or damages for
personal injury and failure to make payments due under Section 5.2 of the Service Agreement
shall not be considered " Arbittable Claims. " However disputes regarding the interpretation or

scope of any indemnification clauses in the Service Agreement shall be subject to arbitration,
even if the dispute relates to whether one Party must indemnify the other for property
damages and/or damages for personal injury, the recovery of which was or will be deternrined
in a court of law.

(c) Each Party agrees that it will not attempt to circumvent this Arbitration
Agrecment by coordinating or cooperating with their respective parent companies of affiliates
or guarantors in the f1ling of a legal action in the name of any of the parent companies or
affiliates or guarantors of the Parties to this Arbitration Agreemcnt regarding claims that
othcrwise arc subjcct to this Arbitration Agreement. Any Party failing to comply with this
provision shall indcmnify the other Party against. and hold the other harmless from, the costs
(including reasonablc litigation coStS) incurred by the other in defending any and all claims
brought by a parent company or affiliate or guarantor of the other in a court of law regarding
claims that otherwise would be Arbitrable Claims under this Arbitration Agreement.

3. Selection and Oualif"~.tioD 2! Arbitraton

(a) Any arbitration shall be conducted by a panel of three neuttal arbitrators,
consiSting of (i) a practicing lawyer admitted to practice in the Commonwealth of Massachu-
setts; (ii) a person with professional experience in and substantial knowledge of the power
generation industty in anyone or more of the New England States, who may be, but need not
be a lawyer, and (iii) a person with professional experience in and sub~tia1 knowledge of
power markets in anyone or more of the New England States, who may, but need not be, a
lawyer (collectively, the " Arbitration Panel"). For purposes of this Arbittation Agreement, an

arbitTator or candidate shall be considered "neutral" only if the arbitrator or candidate has not
previously served as an arbitrator for a Party or one of its aff1liatcs or guarantors and is not a
present or former lawyer, employee or consultant of a party or any of its affiliates or

guarantors.

(b) Any Party entitled to commence arbittation hereunder shall do so by serving a
written Notice of Arbitration briefly describing the Albittable Claims and the Agreements
under which they are brought. Service of such Notice of Arbitration shall be complete upon
receipt by the person designated for each party at the addresses specified in Section 12 below.
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(c) Within twenty (20) days after service of a Notice of Arbitration, each Party
shall serve upon the other Party a list of seven neuttal candidates for each of the three panel
members described in subparagraph (a) above.

(d) Within twenty (20) days after service of the lists referred to in subparagraph
(c), NECO and Seller shall then strike from the other's lists any two candidates from each of
the lists, for any reason whatsoever. For the remaining candidates each Party shall rank each
candidate on its three lists from one to five and shall do the same for the other Party's lists.

( e ) The candidates in each of the three categories v..ith the loweSt total score shall
be invited to serve as panel members. In the event that the candidate in any of the three
categories v..ith the lowest total score is unable or unwilling to serve, or has a potential
conflict of interest not consented to by each Party, then the candidate with the next lowest
score in that category shall be invited to serve, subject to full disclosure by each candidate
of, and consent by each party to any potential conflicts of interests. This process shall be
repeated until a full arbitration Panel is selected or the list of candidates for that category is
exhausted. If the list of candidates for a category is exhausted the Parties shall exchange a
new list of candidates for that category and the procedures set forth above shall be repeated a
second time.

(t) If the parties cannot select a full Arbittation Panel in accordance with these
procedures than any Party may request that a cowt of competent jurisdiction appoint the
remaining members subject to their qualifications, willingness and ability to serve as provided

above.

(g) The American Arbitration Association shall be appointed to facilitate and
administer the parties' compliance with the procedures set fonh above.

4. Time Schedule

The ArbitTation shall be conducted as expeditiously as possible. The Arbitration Panel
shall schedule a pre-hcaring conference and hearings as it deems advisable and shall use its
best efforts to schedule consecutive days of hearings. Hearings shall be limited to a total of
ten (10) days. The Arbitration Panel shall issue its final decision and award within tIUrty (30)
days of the close of the hearings, which shall be accompanied by a Mitten, reasoned opinion.

5. Remedies

(a) The Arbitration Panel shall not award punitive or multiple damages or any
other damages not measured by the prevailing Party's actUal damages -except that the
Arbittation Panel, in its sole discretion, may shift all or a portion of the costs of the Arbitra-
tion to any Party .

C-3O~J99'2.0..0.S'&



NO.556 P06712:1812/03/97

(b) Any award of damages by the Arbitration Panel shall be detennined, limited
and controlled by the damages limitation clauses of the Service Agreement applicable to the

dispute before the Arbitration Panel.

( c) The Arbitration Panel may, in its discretion. award pre-award and post-award
interest on any damages award; provided, however, that the rate of pre-award or post-award
interest shall not exceed a rate equal to the rate provided for post-judgment interest by 28
U.S.C.§ 1961 as published from time to time by the Administrative Office: of the United
States Courts based on the equivalent coupon issue yield for auctions of 52-week Treasury

bills.

Confidentialitv6.

The existence, contents, or rcsultS of any mediation or arbitrauon hereunder may not
be disclosed without the prior written consent of both Parties; provided, however, either Party
may make disclosures as may be necessary to fulfill regulatory obligauons to any rcgulatory
bodies having jurisdiction, and may infonn their lenders, affiliates, auditors and insurers, as
necessary , under pledge of confidentiality and can consult with expertS as required in
coMection with the arbitration under pledge of confidentiality .If any party seeks preliminary
injunctive relief from any COUl1 to preserve the status quo or avoid irreparable harm pending
mediation or arbitration, the Parties agree to use best efforts to keep the court proceedings
confidential, to the maximum extent pennitted by law.

7. (EBC Jurisdi~tioD over CertaiD DisRuta

(a) Nothing in this Arbitration Agreement sba11 precludet or be construed to
preclude, any party from filing a petition or complaint with the Federal Energy Regulatory
Conunission ("FERC") with respect to any Arbitrable Claim. In such case, the other Party
may request FERC to reject or to waive jurisdiction. If the FERC rejects or waives jurisdic-
tion, 'With respect to all or a portion of the claimt the portion of the claim not so acccpted by
FERC shall be resolved through arbitration, as provided in this Arbitration Aereement. To
the extent that FERC asserts or accepts jurisdiction over the claim, the decision. fmding of
fact, or order of FERC shall be fma1 and binding, and any arbitration proceedings that may
have commenced prior to the assenion or acceptance of jurisdiction by FERC shall be stayed,
pending the outcome of the FERC proceedings.

(b) The Arbitration Panel shall have no authority to modify .and shall be conclu-
sively bound by. any decision. fmding of fact. or order of FERC. However. to the extent that
a decision fmding of fact, or order of FERC does not provide a final or complete remedy to
the Party seeking relief. such Party may proceed to arbitration under this Arbitration Agree-
ment to secure such remedy, subject to the FERC decision. fmding or order.

C-4Ol39~7~.Ol.OlS~a
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8. PrelimiD8n' Injunctive Relief

Nothing in this Arbitration Agreement shall preclude, or be conStrUed to preclude, the
resort by either Party to a COurt of competent jurisdiction solely for the purposes of securing a
temporary or preliminary injWlction to preserve the status quo or avoid irreparable hann
pending mediation or arbitration pW'Suant to this Arbitration Agreement.

governiDI Law9.

This Arbitration Agreement shall be construed, enforced in accordance with, and
governed by, the laws of the State of Rhode Island.

10. Location of Arbitration

Any arbitration hereunder shall be conducted in Boston, Massachusetts.

II. S~~e[abilltx

If any section, subsection, sentence, or clause of this Arbitration Agreement is
adjudged illegal, invalid, or unenforceable, such illegality, invalidity. or enforceability shall
not affect the legality, validity. or enforceability of the Arbitration Agreement as a whole or
of any section, subsection. sentence or clause hereof not so adjudged.

N otices12.

Any notices required to be given pursuant to this Arbitration Agreement shall be in
~ting and sent to the receiving party by (i) certified mail. rerom receipt requested, (ii)
overnight delivery service, or (iii) facsimile transmission (confirmed by telephone), addressed
to the receiving party at the address shown below or such other address as a party may
subsequently designate in writing. Any such notice shall be deemed to be given (i) three days
after deposit in the United States mail, if sent by mail, (ii) when actua1ly received if sent by
overnight delivery service, or (iii) when sent, if sent by facsimile and conf1rmed by telephone.

If to NECO: The Narragansett Electric Company
25 Research Drive
Westborough. Massach\lSCtts O I S 82
Attention: General Counsel
Facsimile: (508) 389.2463

If to Seller

Attention:

Facsimile: ( ) -

C-501)"7£.01-0157.
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~~~

In addition, the parties shall send copies of any notices required by the tenns of any of
the Agreements, in accordance with the tenns of each Agreement.

IN WITNESS WHEREOF, Each Party has caused its duly authorized officers to
execUtc this Arbitration Agreement on the dates set forth below.

THE NARRAGANSETT ELECTRIC COMP ANY

BY:

Its

USGEN NEW ENGLAND, INC.

BY:

Its
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NECO WHOLESALE STANDARD OFFER
SERVICE AGREEMENT II

WHOLESALE ST ANDARD OFFER
SERVICE AGREEMENT

betWeen

and

USGEN NEW ENGLAND, INC.

Dated as of October 29, 1997
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NECO WHOLESALE ST ANDARD OFFER SERVICE AGREEMENT II

This NECO WHOLESALE STANDARD OFFER SERVICE AGREEMENT U
("Agreement") is dated as of October 29, 1997 and is by and between THE
NARRAGANSETT ELECTRIC COMPANY, a Rhode Island corporation ("NECO"), and
USGen New England, Inc. (formerly named USGen Acquisition Corporation), a Delaware
corporation ("SeJler"). This Agreement provides for the purchase by NECO and the sale by
Seller of Wholesale Standard Offer Service, as defined in this Agreement

ARTICLE I. BASIC UNDERST ANDINGS

NECO purchases all of its requirements of electricity for resale to its retail electric
customers from its affiliate, New England Power Company ("NEP").

NEP, NECO and other parties have entered into an agreement in settlement of
regulatory proceedings before the Federal Energy Regulatory Commission (the "Rhode Island
Restructuring Agreement") that, among other things, implements certain requirements of the
Rllode Island Utility ReSttUcturing Act .of 1996 (the "Act"), pennits NECO to tenninate
wholesale purchases from NEP, penni~ current retail customers of NECO to purchase
electricity from other suppliers on and after a date defined therein as the "Retail Access
Date," or, for a limited time, to purchase Standard Offer Service from NECO, obligates NEP
to supply NECO 'hith power sufficient to meet the latter's obligations to supply Standard
Offer Service, and obligates NEP to transfer its interests in the electric generating business to
another party or parties.

NEP. NECO, and Seller have entered an agreement under which Seller will acquire
certain NEP and NECO generating assets.

NEP and Seller desire that Seller shall supply electric capacity and energy to NECO to
fulfill a portion of NEP' s power supply obligations Wlder the Rhode Island ReSU'Ucmring

Agreement

Under the Rhode Island Restructuring Agreement, NECO is obligated to afford
wholesale power suppliers other than NEP the opportunity to cormnit to supply NECO with
power sufficient to meet NECO's obligation to supply retail Standard Offer Service after the
Retail Access Date.

This Agreement setS forth the tenns under which Seller will supply Wholesale
Standard Offer Service to NECO, for a period beginning on the Closing Date, to enable
NECO to meet the needs of its retail cUStomers for electricity , including all or a portion of the
needs of cuStomers receiving retail Standard Offer Service after the Retail Access Date.

0139967.<1l.()1S7.
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ARnCLE 2. DEFINITIONS

The following words and temlS shall be Wlderstood to have the following meanings
when used in this Agreement, or in any associated docwnenu entered into in conjWlction with
this Agreement. In addition, except as otherwise expressly provided, where tenus used in this
Agreement are defmed in the NEPOOL Agreement and not otberwise defined herein, such
definitions are expressly incorporated into this Agreement by reference.

Affiliate of NECO -Any company that is a subsidiary of New England Elecnic System and
its successors.

Clo$iDK Date -The date upon which the Seller acquires ownership of generating assets it
purchases from NEP .

Commission or FERC .The Federal Energy Regulatory Commission or such successor
federal regulatory agency as may have jurisdiction over this Agreement.

Contract Termination Date -The date established by the Rhode Island Resnucturing
Agreement when the respective obligations of NEP and NECO WIder NEP's FERC Electric
Tariff, Original Volume No.1, to sell and purchase wholesale electric requirements service
shall cease. The Contract Tennination Date shall occur on the earlier of the Retail Access
Date or the Wholesale Access Date.

~ -Gigawatt hour .

~ -The Independent System Operator to be established in accordance with the NEPOOL
Agreement and the Interim Independent System Operator Agreement as amended, superseded
or restated from time to time.

~ -Kilowatt- hour .

MECO -Massachusetts Electric Company.

MECO Wholesale Standard Offer Service A"eement -The Wholesale Standard Offer
Service Agreement of even date herewith between l'v{ECO and the Seller.

NECO's Service TerritoQ -The geographic area in which NECO provided electric service
to retail c~mers on August 6, 1996.

NE~CO's Svstem -The elettrical system of NECO and/or the electrital systcm of any

Affiliate of NECO .

MMBtu -Million British thennal wUts.

2OI3~7.cn.oIS7.
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~ -New England Power Company) an Affiliate ofNECO.

NEPEX -The New England Power Exchange.

NEPQO~ -The New England Power Pool.

NEPOOL Aereemegt -The New England Power Pool Agreement dated as of September 1,

1971 , as amended and as may be amended or restated from time to time.

~ .The price set forth in SECTION 5.1. below.

Prime Rate -The prime (or comparable) rate annoW1ced from time to time as its prime rate
by the Bank of Boston or its successor, which rate may differ from the rate offered to its
more substantial and creditworthy customers.

lIE -Facilities categorized as Pool Transmission Facilities under the NEPOOL Agreement.

Retail Access Date -The date so defmed under the Rhode Island Restructuring Agreement. as
the later of January I, 1998. or the date of a fmal. nonappealable order of the RlPUC
approving the diveStiture plan for the disposition of NEP t s non-nuclear generating facilities

provided, however, that in any event the Retail Access Date shall occur no later than three (3)
months aftcr retail access is available to forty percent (40%) or more of the kilowatt hour
sales in New England including the total kilowatt hour sales in Rhode Island.

Rhode Island RestructuriDK A~eement -The Offer of Sett1emeDt dated May 30, 1997 ,
entered into by and among the RIPUC, the Rhode Island Division of Public Utilities and
Carriers, NECO, and NEP. as amended and accepted or approved by the FERC.

Rl~US; -The Rhode Island Public Utilities Commission.

Standard Offer Auction -The solicitation by NECO of offers from wholesale power
suppliers. including, at their option, NEP and Seller. of electric energy and associated capacity
and ancillary services necessary to meet the needs of ultimate cuStomers of NECO eligible for
and accepting retail Standard Offer Service on or after the Retail Access Date. and any
wholesale electric supply contracts resulting from that solicitation. The solicitation and any
contract(s) entered into as a result thereof shall not be on terms that are materially different
from those described by MECO in the Massachusetts ReStnlcturing Agreement (as defined in
the MECO Wholesale Standard Offer Service Agreement). the RFQ dated April 3, 1997, and
the letter to potential asset purchasers dated June 16, 1997. or result in a material adverse
impact on Seller. NECO shall not, without Seller's consent, conduct the Slandard Offer
Auction more than once or more than six ( 6) months prior to the Retail Access Date, which
date shall be as reasonably detem1ined by NECO.

301 39')67.02.{J1S7.
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Standard Offer Service -The electric service provided by NECO pursuant to the Rhode
Island Restructuring Agreement: (i) to retail customers in NECO's Service Territory during
the period, if any, during the tenn of this Agreement preceding the Retail Access Date; and
(ii) to NECO's retail customers on the Retail Access Date that do not elect to obtain thcir
electric supply from an alternative supplier on or after the Retail Access Date through
December 31 , 2009.

Wholesale Access Date -The date so defined under the Rhode Island Restructuring Agree-
ment, as the date on which NECO in its sole discretion decides to tem1inate its purchase from
NEP of wholesale requirements service pursuant to NEP's FERC Electric Tariff. Original
Volurne No.1, by providing the Commission and the Signatories to the Rhode Island
Restructuring Agreement with 90 days advance notice in writing, said date not to be earlier
than January 1, 1998.

Wholesale Standard Offer Se",iee -The generation and delivery, to any location on the
NEPOOL PTF system or NECO's system, of the portion of the electric capacity, energy and
ancillary services required by NECO to meet the needs ofNECO's ultimate customers taking
Standard Offer Service, excluding, after the Retail Access Date, any portion of such require-
ments that NECO has contracted to obtain through the Standard Offer Auction, determined in
accordance with ARncLE 4. Seller, as the supplier of Wholesale Standard Offer Service
capacity and energy, will be responsible for all present, or future requirements and associated
costs for installed capability, operable capability, energy, operating reserves, and automatic
generation control, including tie benefit payments, losses and any congestion charges
associated with Seller's supply of Wholesale Standard Offer Service and any other require-
ments imposed by NEPOOL or the ISO, as they may be in effect from time to time. To the
eXtent that any NEPOOL, ISO or any successor entity expenses or uplift costs are allocated to
wholesale suppliers, the portion of such costs associated with Seller's supply of Standard
Offer Service will also be the responsibility of Seller. To the extent any costs contemplated
by this paragraph are applicable to NECO and recoverable by NECO from its customers,
NECO shall be responsible for such costs.

ARTICLE 3. TERM AND REGULA TORY APPROV AL

3.1 ~

The term of this Agrecment shall begin at 12:01 am on the Closing Date and continue
W1til the earlier of: (a)11:59 pm on December 31,2009; or (b) the first date that NECO has
no requirements for electric capacity and energy to supply StandW'd Offer Scrvice that are not
satisfied by contractS resulting from the Standard Offer Auction

40139967.01.4)1S'7a
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3.2 Obt1injnJ! and Maintaining Reguired PennitS

(a) Performance under this Agreement is conditioned upon both Parties securing
and maintaining such federal, state or local approvals, grants or pemlits as may be necessary
for the sale and purchase of Wholesale Standard Offer Service, which shall not include any
approvals, grants, or permits necessary for the operation of any panicular generating facility .
Each Party shall use reasonable effortS to acquire and maintain such approvals, grants or
permits. If the acquisition or maintenance of a particular approval, grant, or permit requires a
modification to this Agreement, then the Parties agree to negotiate in good-faith to reach a
munlally agreeable modification of the Agreement. The Parties are not required to reach such
a mutually acceptable modification.

(b) Seller will file this Agreement with FERC (and any other regulatory agency as
may have jurisdiction over the Agreement) in accordance with the provisions of applicable
laws, rules and regulations. Seller will be responsible for any filing fees for filing this
Agreement with FERC (and any other regulatory agency as may have jurisdiction over the
Agreement) and for any regulatory assessments associated with sales under this Agreement.
FERC approval of this Agreement shall be a condition to the obligations of the Parties
hereunder .

ARnCLE 4. SALE AND PURCHASE

Seller shall sell and deliver to the Delivery Points, as defined in ARTICLE 6.
SECTION 6.1 and NECO shall pW"chase 9.22% of NECO's requirements for Wholesale
Standard Offer Service. NECO's requirements for Wholesale Standard Offer Service shall be
detennined on the basis of ARTICLE 6. SECTION 6.3, below, and the price for such sale and
purchase shall be as set forth in ARTICLE 5, SECTION 5.1, below.

s0IJ99610'1~IS1a
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ARTICLE 5. PRICE AND BILLING

5.1 ~

For each kilowatt hour of Wholesale Standard Offer Service that Seller delivers to the
Delivery Points, in accordance with ARTICLE 6, SECTION 6.3, below, NECO shall pay
Seller a price equal to the following amounts for each period during the term of this Agree-
ment:

Period Price iD CeDts per
kWh

1998 3.2 Cents

1999 3.5 Cents

2000 J.8 Cents

2001 3.8 Cents

2002 4.2 Cents

2003 4.7 Cents

2004 5.1 Cents

2005 5.5 Cents

2006 5.9 Cents

2001 6.3 Cents

2008 6.7 Cents

2009 7.1 Cents

In addition, in me event of increases in the market price of No.6 residual fuel oil ( 1 %
sulphur) and natural gas after 1999 as described in Appendix A, NECO shall pay Seller a
percentage of any incrementaJ revenues received by NECO as a result of NECO's Customer
Rate Fuel Adjustment, described in Appendix A, attacbed and incorporated herein by
reference. Such percentage) with respect to the billing month, shall equal the percentage of
NECO's total Standard Offer Service requirements during the month that Seller delivers under
this Agreement.

6OI3~7.02.OIs-i.
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5.2 Pa~ent

(a) On or before the tenth (lOth) day of each month during the tenD of this
Agreement, NECO shall: (i) calculate the arnoWlt due and payable to Seller pursuant to this
ARTICLE 5 with respect to the preceding month; and (ii) advise Seller of the schedule upon
which it shall pay the amount so calculated, which schedule shall comply with paragraph (b),
below. The amount payable shall be calculated by multiplying the Price specified in the fIrst
paragraph of ARTICLE 5, SECTION 5.1, above, for the applicable Contract Period by the
quantity of Wholesale Standard Offer Service delivered by Seller to the Delivery Points for
NECO's Standard Offer Service customers in the month, as detem1ined in accordance with
ARTICLE 6, SECTION 6.3, below. Because quantities determined Wlder SECTION 6.3 are
estimated, subject to a reconciliation process described in SECTION 6.3(d), quantities used in
calculations under this paragraph (a} shall be subject to adjustment, whether positive or
negative, in subsequent months' calculations, to reflect that reconciliation process, and any
adjusted quantities shall be applied to the Price applicable during the month of the calculation
being adjusted. Seller's percentage of any Customer Rate Fuel Adjustment incremental
revenue shall be added to such amoWlt.

(b) NECO shall pay Seller any amounts due and payable on or before the tWenty-
fifth (25th) day after the date a calculation is made pursuant to paragraph (a), provided that, if
and to the extent NECO pays Seller any portion of the amount due and payable before the
tWenty-fifth (25th) day after a calculation is made, it shall be entitled, without interest or
penalty .to defer payment of an equal portion of the amoWlt due and payable for that month
by the lesser of: (i) the same number of days that the early payment preceded the twenty-fifth
day after the calculation; and (ii) twenty-five (25) days. If all or any part of any amount due
and payable pursuant to paragraph (a) shall remain unpaid thereafter, interest shall thereafter
accrue and be payable to Seller on such unpaid amount at a rate per annum equal to two
percent (2%) above the Prime ~te in effect on the date of such bill; ~rovided. however, if
the amount due and payable is disputed, interest shall accrue and be payable to Seller on the
unpaid amount finally detennined to be due and payable at a rate per aMum equal to the
Prime Rate in effect on the date of the calculation pursuant to paragraph (a); and-~rovid~d.
further, no interest shall accrue in favor of Seller or NECO on amountS that are added to or
credited against a calculation due to the adjustment of estimated quantities in accordance with
paragraph (a) and ARTICLE 6, SECnoN 6.3.

(c) With respect to reconciliation adjustments pursuant to SECTION 6.3(d) or any
error in a calculation (whether the amoWlt is paid or not), any overpayment, underpayment, or
reconciliation adjustment will be refunded or paid up, as appropriate. Interest shall accrue
from the date of the error or adjustment on the unpaid or overpaid amount finally determined
to be due and shall be calculated pursuant to Section 35.19a of the Commission regulations.

7O13~ .tn.OlS71
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5.3 Taxe$. Fees and Levies

Seller shall be obligated to pay all present and future taxes, fees and levies which may
be assessed upon Seller by any entity upon the purchase or sale of electricity covered by the
Agreement. To the extent such taxes, fees, and levies arc allowed to be, and are actually,
recoverable by NECO from its customers, NECO shall reimburse Seller for such taxes, fees,
and levies paid by Seller. It is expressly agreed that Seller shall not be responsible for. and
shall be held hannless from, the Rhode Island Tax on gross receipts or earnings (public
Service Corporation Tax, Chapter 44-13 of the RJ1ode Island General Laws, as amended or

superseded).

ARTICLE 6. DELIVERY, LOSSES, AND DETERMINATION AND
REPORTING OF HOURI. y LOADS

6. DeliveQ:

All electricity shall be delivered to NECO in the form of tlU"ee-phase siXty-hertz
altemating current at any location on the NEPOOL PTF syStem or NECO's System ("Detiv-
ery Points"). Title shall pass to NECO at the Delivery Point and Seller shall incur no expense
or risk beyond the Delivery Point other than those described in SECTION 6.2. If the
NEPOOL conttol area expcriences congestion, Seller will be responsible for any congeStion
costs incurred in delivering power across the PTF system to NECO to the extent such costs
are imposed by NEPOOL or the ISO on suppliers. Seller shall be responsible for all
tJ"ansmission and distribution costs associated with the use of ttansmission syStems outside of
NEPOOL and any local point to point charges and distribution charges needed to deliver the
power to the NEPOOL PTF .

6.2 Losses

Seller shall be responsible for all ttansmission and distribution losses associated with
the delivery of electricity supplied under this Agreement to the meters of ultimate customers
of NECO receiving retail Standard Offer SeMce, provided, however, that losses do not
include service to unrnetered facilities for which estimates of kWh use are available and
provided, further, that Seller shall not be responsible for wunetered use or conswnption of
electricity by NECO's Affiliates. Seller shall provide NECO at the Delivery Points with
additional quantities of electricity and ancillary services to cover such losses, but Seller shall
not be entitled to payment under ARTICLE 5 of this Agreement for such additional quantity.
The quantities required for this purpose in each hour of a billing period shall be detennined in
accordance with NEPOOL '5, NEP's and NECO's filed procedures for loss determination.

801)9%702~IS7a
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6.3 Detcro1ination and ReRQrting of Hour IX Loads

(a) To meet itS NEPOOL obligations, Seller, or a NEPOOL member having an
own-load dispatch or settlement accOW1t with the NEPOOL billing system with whom Seller
has a load inclusion agreement, must report to NEPOOL or the ISO the Standard Offer
Service load for which Seller is providing Wholesale Standard Offer Service pursuant to this
Agreement, including losses. To accomplish this, NECO will estimate its total hourly
Standard Offer Service load based upon average load profiles developed for each NECO
customer class and NECO's actual total hourly load. Appendix B, attached and incorporated
herein by reference. provides a general description of the estimation process that NECO will
initially employ (the .'Estimation Process'.). NECO reserves the right, subject to the approval
of appropriate regulatory authorities having jurisdiction to modify the Estimation Process in
the future. provided that any such modification be designed to improve the accuracy of its
resultS, and provided further that NECO shall consult with Seller and other similarly situated
sellers to the maximum extent pemriUed by any applicable standards of conduct. NECO will
report to NEPOOL. on behalf of Seller or such other NEPOOL member. Seller's hourly
Standard Offer Service load, which shall equal the portion of NECO' s estimated total
Standard Offer Service hourly load for which Seller is responsible for supplying %olesale
Standard Offer Service under this Agreement.

(b) NECO will report to NEPOOL or the ISO Seller's hourly adjusted Standard
Offer Service loads by 12:00 noon of the second following business day. This adjusted load
should be added by NEPOOL or the ISO to the other NEPOOL load of Seller or such other
NEPOOL member.

(c) At the end of each month, NECO shall aggregate Sellcr's hoW"ly loads for the
month as determined by the Estimation Process. For purposes of SECTION 5.1, above, the
result of the Estimation Process, less losses to the Standard Offer Service customers' meters
determined as specified in ARTICLE 6 SECTION 6.2, above, will be deemed to be the
quantity of Wholesale Standard Offer Service delivered by Seller to the Delivery Points in a
month.

(d) To refme the estimates of Seller's monthly Standard Offer Service load
developed by the Estimation Process, a monthly calculation will be perfonned to reconcile the
original estimate of Seller's Standard Offer Service loads to actuaJ customer usage based on
meter reads. NECO will apply any resulting billing adjustment (debit or credit) to Seller's
account no later than the last day of the third month following the billing month. Appendix
B, attAched and incorporated herein by reference. also provides a general description of this
reconciliation process.
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ARnCLE 7. DEFAULT AND TERMINATION

7.1 Material Breacb and Tem1ination

(a) (i) If NECO fails in any material rcspcct to comply with, observe or
perfonn any covenant, warranty or obligation under this Agreement
(except due to causes excused by force maieure or attributable to
Seller's wrongful act or wrongful failure to act)~ and

(ii) After receipt of written notice from Seller such failure continues for the
Cure Period (as defined below), or, if such failure cannot be reasonably
cured within the Cure Period. such fw1her period as shall reasonably be
required to effect such cure (except in the case of a payment default),
provided that NECO commences within the Cure Period to effect such
cW'e and at all times thereafter proceeds diligently to complete such cW'e
as quickly as possible; then

Scller shall have the right to tcrminatC this Agreement, subject to
paragraph (c) below. For purposes of this Section 7.1(a), the Cure
Period shall mean five days in the case of a failure by NECO to fulfill
its payment obligations pursuant to Section 5.2 and forty-five (45) days
in the case of a failure by NECO to comply with, observe or perfOrDl
any other covenant, warranty or obligation under this Agreement. If an
W1excused failure tO pay continues for fifteen (15) days. Seller shall
have the right to ~pcnd service until payment is made in full and
appropriate security is posted for future paymentS or to terminate this
Agreement

(b) (i) If Seller fails in any material respect to comply with. observe, or
perform any covenant, warranty or obligation under this Agreement
( except due to causes excused by force maieure or attributable to
NECO's wrongful act or wrongful failW'e to act); and

(ii) After receipt of \JiTitten notice from NECO such failure continues for a
period of forty-five (45) days, or, if such failure cannot be reasonably
cured within such forty-five (45) day period, such further period as shall
reasonably be required to effect such cure, provided that Seller com-
mences within such forty-tive (45) day period to effect such cure and at
all times thereafter proceeds diligently to complete such cure as quickly
as possible; then

NECO shall have the right to tem1inate this Agreement, subject to
paragraph (c) below.
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( c) Any tem1ination arising out of the exercise of the termination rights specified
in paragraphs (a) or (b) above (with the exception of tennination for a payment default) may
not take effect unless and until an arbitrator (pW'Suant to ARTICLE 15, SECTION 15.2 of
this Agreement} has made a ruling that the exercise of such termination right was valid. The
fact that one party alleged to be in material breach of this Agreement (" Alleged Breaching
Party"} complies with the request of the other to cure an alleged material breach shall not be
considered by the arbin-ator as an admission against the AlJeged Breaching party or evidence
that such party was or was not in material breach.

(d) Nothing in this SECTION 7.1 shall be construed to limit the right of any pany
to seek any remedies for damages, as limited by ARTICLE 9 of this Agreement) even if a
cure of an alleged breach is made within the periods of time specified for curing any such
breach stated above. The provisions of this SECTION 7.1 are intended only to provide the
exclusive process tlU"ough which one party may exercise and effectuate its right to tenninate
this Agreement as a result of a material breach of this Agreement.

ARTICLE 8. NOTICES, REPRESENTATIVES OF THE PARTIES

8. Notices

Any notice, demand, or request required or authorized by this Agreement to be given
by one party to another party shall be in writing. It shall either be sent by facsimile (con-
finned by telephone), overnight courier, personally delivered and acknowledged in writing or
by registered or cenified mail, (return receipt requested) postage prepaid, to the representative
of the other party designated in this ARTICLE 8. Any such notice, demand, or request shall
be deemed to be given (i) when sent by facsimile confirmed by telephone, (ii) when actually
received if delivered by courier or personal deliver or (iii) three (3) days after deposit in the
United States mail, if sent by fIrst class mail.

Notices and other conununications by Seller to NECO shall be addressed to:

The Narragansett Electric Company
c/o New England Power Service Company
25 Research Drive
Westborough. MA 01582
Attention: Michael J. Hager
Fax: (508) 389.3001
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Notices and other communications by NECO to Seller shall be addressed to:

USGen New England, Inc.
7500 Old Georgetown Road, 13th Floor
Bethesda, MD 20814
Attention: Stephen A. Herman
Fax: (301) 118-6913

Any party may change its representative by written notice to the others.

Authoritv of Reoresentative

The parties' representatives designated in ARncLE 8. SECTION 8.1 shall have full
authority to act for their respective principals in all technical matters relating to the perfor-
mance of this Agreement. They shall not. however, have the authority to amend, modify, or
waive any provision of this Agreement unless they are authorized officers of their respective
entities.

ARTICLE 9. LIABILITY , lNDEMNIFICA TlON, AND
RELA TlONSIDP OF p ARTIES

Limitation on ConseQuential. Incidental and Indirect Dam8g~§

To the fulleSt extent permissible by law, neither NECO nor Seller. nor their respective
officers. directors, agents, employees. parent or affiliates, successor or assigns, or their
respective officers, directors, agents, or employees, successors. or assigns, shall be liable to
the other pany or its parent, subsidiaries, affiliates, officers, directors. agents, employees,
successors or assigns, for claims, suits, actions or causes of action for incidental, indirect,
special, pwUtive, multiple or consequential damages (including anomey's fees or litigation
costs) connected with or resulting from perfonnance or non-perfom1ance of this Agreement,
or any actions unden.aken in coIUlection with or related to this Agreement, including without
limitation any such damages which are based upon causes of action for breach of contract,
tort (including negligence and misrepresentation), breach of warranty, strict liability, Rhode
Island Gen. Laws Title 6, c. 13.1, statute, operation of law, or any other theory of recovery.
The provisions of this SECTION 9.1 shall apply regardless of fault and shall swvive
termination, cancellation, suspension, completion or expiration of this Agreement.

Recoverv of Direct Damwzes Permitted

Notwithstanding the provisions of ARTICLE 9. SECTION 9.1. subject to the duty to
mitigate damages as provided under common law of damages recovery .both NECO and
Seller shall be entitled to recover their actual. direct damages (i) incurred as a result of the
other party's breach of this Agreement or (ii) incurred as a result of any other claim arising
out of any action undertaken in colU1ection with or related to this Agreement. For purposes of
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avoiding any disputes about the difference betWeen direct damages and consequential

damages, the panies agree as follows:

(I) T o the extent that NECO is found to be in breach of this Agreement or

liable under anothcr cause of action; and
(a)

(2) as a result of such breach or event giving risc to the cause of action,
Seller suffers loss of profits that Seller reasonably expected to have
received from NECO under this Agreement had NECO perfonned WIder
this Agreement; then

Seller shall be entitled to recover any lost profits that Seller can demon-
strate it lost or will lose as a result ofNECO's breach. subject to the
duty to mitigate.

(3)

T o the extent that Seller fails to provide NECO Wholesale Standard
Offer Service Power under the terms of this Agreement; and

(b) (I)

as a result, Seller is foWld to be in material breach of this Agreement or

liable under another cause of action; and

subject to the duty to mitigate, NECO pW'chases (as a result of Seller's
failW'e) power from a third party at a price that is higher than what
NECO would have paid under the terms of this Agreement, NECO may
recover the difference betWeen the price NECO paid to such third party
and the price it would have paid had Seller performed; Rrovided. ~
~ Seller shall not be liable to NECO for loSt profits associated with
any expected revenuc streams from tbe sale of power to third parties or
lost profits from any other contracts or sales.

(c) Except as provided in paragraphs (a) and (b) above, neither NECO nor Seller
shall be liable to the other for lost profitS arising out of perfonnancet or non-performance of
this Agreement, whether such lost profitS may be categorized as direct, incidentalt indirect, or
consequential damages and irrespective of whether such claims are based upon warranty, tort,
strict liability, contract, StatUte (including R.I. G.L. Title 6, c. 13.1), operation of law or
otherwise.

Indemnification9.3

(a) Seller agrees to defend, indemnify and save NECO. its officers, directors,
employees. agents, successors. assigns, and Affiliates and their officers, directors, employees,
and agents hannless from and against any and all claims, suits, actions or causes of action for
damage by reason of bodily injury, death, or damage to property caused by Seller, iu officers,
directors, employees, agents or affiliates or caused by or sustained on its facilities, except to
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the extent caused by an act of negligence or willful misconduct by an officer. director. agent.
employee or Affiliate of NECO or their successors or assigns.

(b) NECO agrees to defend. indemnify and save Seller, its officers, directors,
employees, agents, successors, assigns, and affiliates and their officers, directOrs. employees,
and agen~ ham1less from and against any and a1l claims, suits~ actions or causes of action for
damage by reason of bodily injury, death, or damage to property caused by NECO, its
officers, directors. employees, agents or affiliates or caused by or sustained on its facilities.
except to the extent caused by an act of negligence or 'Willful misconduct by an officer.
director, agent, employee or Affiliate of Seller or their successors or assigns.

(c) If any party intends to seck indemnification under this ARTICLE from the
other party with respect to any action or claim, the party seeking indemnification shall give
the other party notice of such claim or action within fifteen ( 15) days of the commencement
of, or actual knowledge of, such claim or action. Such party seeking indemnification shall
have the right, at its sole cost and expense, to participate in the defense of any such claim or
action. The party seeking indemnification shall not compromise or settle any such claim or
action without the prior consent of the other party , which consent shall not be unreasonably
withheld.

IpdeEendent Contta.ctofSta~

Nothing in this Agreement shall be consttued as creating any relationship between
NECO and Seller other than that of independent contractors for the sale and purchase of
electricity provided as Wholesale Standard Offer Service.

ARTICLE 10. ASSIGNMENT

Assi2Mlent

This Agreement and all of the provisions hereof shall be binding upon and inure to the
benefit of the parties hereto and their respective successors and pern1ined assigns, but neither
this Agreement nor any of the righ~ interests or obligations hereunder shall be assigned by
any party hereto, including by operation of law without the prior written consent of the other
party , nor is this Agreement intended to confer upon any other Person except the parties
hereto any rights or remedies hereWlder. Notwithstanding the foregoing, (i) NECO may,
without Seller's prior ~tten consent, (A) assign all or a ponion of its rights and obligations
under this Agreement to any Affiliate of NECO or (8) assign its rights and obligations
hereWlder, or transfer such rights and obligations by operation of law, to any corporation or
other entity with which or into which NECO shall merge or consolidate or to which NECO
shall transfer all or substantially all of its assets, provided that such Affiliate or other entity
agrees to be bound by the tenns thereof; provided, in either case, that the assignee or
transferor shall have senior securities rated investment grade or better; (ii) the Seller may
assign all of its rights and obligations hereW1der to any wholly owned Subsidiary (direct or
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indirect) of PG&E Corporation and upon NECO's receipt of notice from Seller or any such
assignment, the Seller will be released from all liabilities and obligations hereunder, accrued
and unaccrued, such assignee will be deemed to have assumed, ratified, agreed to be bound by
and perform all such liabilities and obligations, and all references herein to "Seller" shall
thereafter be deemed references to such assignee, in each case without the necessity for
further act or evidence by the parties hereto or such assignee; provided, however. that no such
assigmnent and asswnption shall release the Buyer from its liabilities and obligations
hereunder unless the assignee shall have acquired all or substantially all of the Buyer's assets;
provided, further, however, that no such assignment and asswnption shall relieve or in any
way discharge PG&E Corporation from the perfonnance of its duties and obligations under
the Guaranty dated as of the date of this Agreement executed by PG&E Corporation, and (iii)
the Seller or its permitted assignee may assign. transfer, pledge or otherv..;se dispose of its
rights and interests hereunder to a trustee or lending institution(s) for the purposes of financ-
ing or refmancing the PW"chased Assets, including upon or pursuant to the exercise of
remedies under such fmancing or refinancing, or by way of assignments, transfers, convey-
ances or dispositions in lieu thcreof; provided, however, that no such assignment or disposi-
tion shall relieve or in any way discharge the Seller or such assignee from the performance of
its duties and obligations under this Agreement. NECO agrees to execute and deliver such
documents as may be reasonably necesSary to accomplish any such assigmnent, transfer,
conveyance, pledge or disposition of rights hereunder so long as NECO's rigbu under this
Agreement are not thereby altered, amended, diminished or otherwise impaired.

ARTICLE II. SUCCESSORS AND ASSIGNS

This Agreement shall inure to the benefit of and shall be binding upon the parties
hereto and their respective pennitted successors and assigns.

ARnCLE 12. FORCE MAJEURE

12.1 Force Ma-jeure Standard

The panics shall be excused from perfonning their respective obligations hereunder
and shall not be liable in damages or otheMse, if and only to the extent that they are Wlable
to so perfonn or are prevented from perfonning by an event of force maieure.

12.2
..

Fotce Majeure Definition

An event of force maieure includes, without limitation, storm, flood, lightning,
drought, earthquake, fire, explosion, equipment failure, civil disturbance, labor dispute, act of
God or the public enemy, action of a court or public authority , or any other cause beyond a
party's control, but only if and to the eXtent that the event directly affec~ the availability of
the transmission or distribution facilities of NEPOOL, NECO or an Affiliate necessary to
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deliver Wholesale Standard Offer Service to NECO's customers. Events affecting the
availability or cost of operating any generating facility shall not be events of force majeure.

12.3 Obli2ation to Diligentl~ Cure Force Majeure

If any party shall rely on the occurrence of an event or condition described in
ARTICLE 12, SECTION 12.2. above, as a basis for being excused from perforn1ance of i~
obligations under this Agreement, then the party relying on the event or condition shall:

provide written notice to the other parties promptly but in no event later
than 5 days of the OCCUITenCe of the event or condition giving an
estimation of its expected duration and the probable impact on the
perfonnance of its obligations hereunder;

a.

b. exercise all reasonable efforts to continue to perfonn iu obligations

hereunder;

expeditiously take reasonable action to correct or cure the event or
condition excusing perfomlance; Rrovided ~ senlement of strikes or
other labor disputes will be completely within the sole discretion of the
party affected by such strike or labor dispute;

c.

d. exercise all r~onable efforts to mitigate or limit damages to the other
parties to the extent such action will not adversely affect its own inter-
ests; and

e. provide prompt notice to the other parties of the cessation of the event
or condition giving rise to its excuse from performance.

ARTICLE 13. WAIVERS

The failure of either party to insist in anyone or more instance upon strict perfor-
mance of any of the provisions of this Agreement or to take advantage of any of itS rights
Wlder this Agreement shall not be construed as a general waiver of any such provision or the
relinquishment of any such right, but the same shall continue and remain in full force and
effect, except v..ith respect to the particular instance or instances.
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REGULA nONARnCLE 14.

14.1 L~w~~d Re~ulatjons

This Agreement and all rights, obligations, and perfonnances of the parties hereunder,
are subject to all applicable Federal and state laws, and to all duly promulgated orders and
other duly authorized action of governmental authority having jurisdiction.

NEPOOL R~uirements

This Agreement must comply \llith all NEPOOL Criteria. Rules, and Standard
Operating Procedures ("Rulcs"). If, during the term of this Agreement, the NEPOOL
Agreement is tenninated or amended in a manner that would eliminate or materially alter a
Rule affecting a right or obligation of a party hereunder, or if such a Rule is eliminated or
materially altered by NEPOOL, the parties agree to negouate in good faith in an attempt to
amend this Agreement to incorporate a replacement Rule ("Replacement Rule"). The intent
of the parties is that any such Replacement Rule reflect, as closely as possible, the intent and
substance of the Rule being replaced as such Rule was in effect prior to such tennination or
amendment of the NEPOOL Agreement or elimination or alteration of the Rule. If the parties
are unable to reach agreement on such an amendment, the parties agree to submit the matter
to arbitration under the terms of Appendix C, attached and incorporated herein by reference,
and to seek a resolution of the matter consistent with the above stated intent.

INTERPRET A TION, DISPUTE RESOLUTIONARnCLE IS.

!g!~mrer.anon

The interpretAtion and performance of Ulis Agreement shall be in accordance with and
controlled by the laws of The State of Rhode Island.

Dis~ute Resolution

All disputes between NECO and Seller arising out of or relating to this Agreement
which are defmed as " Arbitrable Claims" in SECTION 2 of Appendix C, attached and

incorporated herein by reference, shall be resolved by binding arbitration and be governed by
the terms of such Arbitration Agreement. Any arbitration of an Arbitrable Claim that is
substantially related to an arbitrable claim under a Wholesale Standard Offer Service
Agreement among Seller, Massachusetts Electric Company, and Nantucket Electric Company
shall be conducted jointly with the arbitration of the latter claim, before the same panel of
arbitrators, with NECO, Massachusetts Electric Company, and Nantucket Electric Company
jointly exercising their rights regarding the selection of arbitrators. Any decisions of the
arbitrators shall be fmal and binding upon the parties.
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ARTICLE 16. SEVERABILITY

If any provision or provisions of this Agreement shall be held invalid, illegal, or
unenforceable. the validity .legality .and enforceability of the remaining provisions shall in no
way be affected or impaired thereby.

ARTICLE 17. MODIFICA TIONS

No modification to this Agreement will be binding on any party unless it is in writing
and signed by all parties.

ARTICLE 18. SUPERSESSION

This Agreement constitutes the entire agreement between the parties relating to the
subject matter hereof and its execution supersedes any other agreements, Mitten or oral,
betWeen thc parties concernini such subject matter .

ARTICLE 19. COUNTERPARTS

This Agreement may be executed in any nwnber of counterparts. and each executed

counterpart sha11 have the same force and effect as an original instrUment.

ARnCLE zo. HEADINGS

Article and Section headings used throughout this Agreement arc for thc convenience
of the parties only and are not to be construed as pan of this Agreement.

180139967.02.01S7a
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IN wmIESS WHEREOF. tbc partiC8 have ~ dl8ir duly IYCbori%ed reprcscllta-
tivcs to ex~IC mil ACiee&~~ on tbcir bchalt u of * date fIrst above wriaeB.

DIE N ARRA G AN S m ELE CTRJ C
COMPANY

... ! ,
.I
I. , i... ,

BY: .f'-~- , John G. Cochrane

la As,gistsnt Treasurer

BY: -

lu
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~~

IN WITNESS WHEREOF, the parties have caused their duly authorized rcpresent.a-

fives to execute this Agreement on their behalf as of the date first above ~tten.

THE NARRAGANSETT ELECTRIC
COMPANY

BY: -

Its

USGEN ACQUISITION CORPORA TION

BY:-fl/~ ---"'

M. Richard Smith

Its Vice President ~
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AppeDdis A. Incremental ReveDues
From NECO Customer Rate Fuel AdjustmeDt

In the event of substantial increases in the market prices of No.6 residual fuel oil (1 %
sulphur) and natural gas after 1999, incremental revenues received by NECO as a result of
NECO's CUStomer Rate Fuel Adjusunent, described belowt will be fully allocated among
suppliers of Wholesale Standard Offer Service Power in proponion to the percentage of
NECO's total Standard Offer Service requirements during the month that such supplier
delivers under its respective agreement with NECO.

NECO's Customer Rate in effect for a given billing month is multiplied by a "Fuel
Adjustment" that is set equal to 1.0 and thus has no impact on the Customer Rate unless the
"Market Gas Price" ~ "Market Oil Price" for the billing month exceeds the "Fuel Trigger
Point" then in effect, where:

The NECO Customer rate for retail customers who clcct Stan.
dard Offer Service by choice or inaction is the following prede.
termined, flat rate for energy consumed:

Calendar Year Price Der Kjlowatt hour

1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

3.2 cents
3.5 cents
3.8 cents
3.8 cents
4.2 cents
4.7 cents
5.1 cents
5.5 cents
5.9 cents
6.3 cents
6.7 cents
7.1 cents

Market Gas Price is the average of the values of "Gas Index" for the most recent
available twelve months, where:

Gas Index is the average of the daily settlement prices for the
last three days that the N¥r\1EX Contract (as defmcd below) for
the month of delivery trades as reported in the "Wall Street
Journal", expressed in dollars per MMBtu. NYMEX Contract
shall mean the New York Mercantile Exchange Natural Gas
Futures Contract as approved by the Commodity Futures Trading
Commission for the purchase and sale of natural gas at Henry Hub;
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Market Oil Price is the average of the values of "Oil Index" for the most recent
available twelve months, where:

Oil Index is the average for the month of the daily low quota-
tions for cargo delivery of 1.0% sulphur No.6 residual fuel oil
into New York harbor, as reported in .'Plan's Oilgram U.S.
Marke~can" in dollars per barrel and converted to dollars per
f\.{I\IIBtu by dividing by 6.3; and

If the indices referred to above should become obsolete or no longer suitable, NECO
shall file alternate indices with the RlPUC.

Fuel-TriggcJ' faint is the following amoWlts, expressed in dollars per Ivlr\lmtU,

applicable for all months in the specified calendar year:

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

55.35/MMBtu
55.35
56.09
$7.01
$7.74
$8.48
$9.22
$9.95
$10.69
$11.42

In the event that the Fuel Trigger Point is exceeded, the Fuel Adjustment value for the
billing month is detennined based according to the following fonnula:

(M§lket Gas Price +$.60ft!./rMBtu)+(Market Oil Price +S.O4/M:MBtu)

Fuel Trigger Point+$.60+$.04/MMBtu

Fuel =

Adjustment

Where:

Market Gas Price. Market Oil Price and Fuel Triggcr Point are
as dcfined above. The values of $.60 and $.04/MMBtu represent
for gas and oil respectively. estimated basis differentials or
market costs of transponation from the point where the index is
calculated to a proxy power plant in the New England market.

F or example if at a point in the year 2002 the Market Gas Price and Market Oil Price
total $6.50 ($3.50/MMBtu plus $3.00!MMBtU respectively), the Fuel Trigger Point of 6.09
would be exceeded. In this case the Fuel Adjustment value would be:
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~~~~

(J>J:SO+$.60/MMBtu)+($3.00+$.04/M:MBtu) = 1.0609

$6.09+$.60+$.04/M1v1Btu

The CUStomer Rate paid to NECO is increased by this Fuel Adjustment factor for the billing
month, becoming 4.4S48t/kWb (4.2 x 1.0609).

In subsequent months the same comparisons are made and. if applicable. a Fuel

Adjustment detennined.
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Appendis B. EstimatioD of Supplier Hourly Loads

Ove"iew

Generating units operated by supplicrs arc dispatched by the power pool to meet the
region's electrical rcquirements reliably, and at the lowest possible cost. As a result. a
supplier's electricity production may not match the demand of its customers. In each hoW'
some suppliers ~th low cost production writs are net sellers of electricity to the pool, while
other suppliers are pW'chasing power from the pool to mcet the demand of their customers.
To detemline the eXtent to which suppliers are net buyers or sellers on an hoW'ly basis, it is
necessary to estimate the hoW'ly aggregate demand for all of the customers served by each
supplicr ("own-load"). NECO will eStimatc Scllcr's Wholcsalc StAndard Offer Service "own-
load" within NECO's service territory and report the hourly results to NEPOOL or the ISO
on a daily basis.

The estimation process is a cost effective approach to producing results that are
reliable, unbiased and reasonably accurate. The hourly load estimates will be based on rate
class load profiles which will be developed from statistically designed samples. Each day, the
ciass load shapes will be scaled to the population of customers served by each supplier
contracting with NECO as a result of the Standard Offer Auction ("Standard Offer Auction
Supplier"), Seller, and any other entity providing Wholesale Standard Offer Service. In cases
where telemeter.ed data on individual customers are available, they will be used in place of the
estimated shapes. On a monthly basis, the estimates will be refined by incorporating actual
usage data obtained from meter readings. In both processes, the sum of all suppliers ,

estimated Standard Offer Service loads will match the total load delivered into the distribution
system. A description of the estimation process follows.

Daily Estimation or Supplien' Own Load

The daily process estimates the hourly load for each Standard Offer Auction Supplier ,
Seller, and any other entity providing Wholesale Standard Offer Service, for the previous day.
There are four components in this process:

Select a proxy date from the previous year with characteristics which best
match the day for which the hourly demand estimates are being produced.
Extract class load shapes for the selected proxy dale from the load research

data base.

.

Scale the class load shapes appropriately for each individual customer based on
the usage level of the customer relative to the class average usage level.

.

Calculate a factor for each customer which reflects their relative usage level
and includes an adjustment for losses ("load adjustment factor"). Aggregate the
load adjustment factors across the customers served by each supplier in each class.

.
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Produce a preliminary estimate of each supplier's hourly loads by combining
the proxy day class load shapes with the supplier's total load adjustment
factors. Aggregate the loads across the classes for each supplier .

.

Adjust the preliminary hourly supplier estimates so that their sum is equal to
NECO's actual hourly metered loads (as metered at the point of delivery to the
disnibution system) by allocating any differences to suppliers in proponion to
their estimated load.

.

Monthly Reconciliation Process

The monthly process will improve the estimates of Standard Offer Service supplier
loads by incorporating the most recent customer usage information, which will be available
after the monthly meter readings are processed. A comparison will be made between
customers' estimated and actual usage, by billing cycle, then summed across billing cycles for
each supplier. The ratio between the actual kWh and the estimated kWh reflects the kWh
amoWlt for which the supplier may have becn overcharged or Wldcrcharged by NEPOOL or
the ISO during the month. This ratio will be used to develop a kWh adjustment amount for
each supplier for the calendar month. The sum of the adj~ents ~ll be zero because the
total kWh will still be constrained to equal NECO's actual hourly metered Standard Offer
Service loads during the month.
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Appendix C. Arbitration Agreement

~ITRA naN AG~&~NT

This Arbitration Agreement, dated as of ( date of Wbole-
sale Standard Offer Service AgreemeDt), is entered into betWeen The Narragansett Electric
Company, a Rhode Island corporation ("NECO") and --, a

(describe entity) ("Seller"). Reference is made to that certain
Wholesale Standard Offer Service Agreement dated as of , 199- (the
"Service Agreement") between NECO and Seller. Unless otherwise specified or apparent
from the context of this Arbitration Agreement, the tenn "Party" shall mean either NECO or
Seller, or both of them.

WHEREAS, NECO and Seller wish to avoid the burden, time, and expense of court
proceedings ~th respect to any disputes that may arise from or relate to the Service Agree-
ment. and to submit such disputes to mandatory binding arbitration if they cannot first be
resolved through negotiation and mediation.

NOW, THEREFORE, NECO aDd SELLER AGREE AS FOLLOWS:

I. Mediation

Before resorting to mediation or arbitration under this Arbitration Agreement, the
Parties ~II try to resolve promptly through negotiation any Arbitrable claim, as defmed
below. If the Arbitrable Claim has not been resolved through negotiation within ten (10) days
after the existence of the Arbitrable Claim has been brought to the attention of the other Party
in a writing, any Party may request in Miting to resolve the Arbitrable Claim through
mediation conducted by a mediator selected by agreement of the Parties. The mediation
proccdure shall be determined by the Parties in consultation with the mediator. Any medica-
tion pursuant hereto shall be kept confidential. The fees and expenses of the mediatOr shall
be borne equally by the Parties. If the Parties are unable to agree upon the identity of a
mediator or a mediation procedure within ten ( 10) days after a Party has requested mediation
in writing or if the Arbitrable Claim has not been resolved to the satisfaction of either NECO
or Seller within forty ( 40) days after the Parties have selected a mediator and agreed upon a
mediation procedure, either Party may invoke arbitration pursuant to the following sections by
noti~ing the other Pany of such selection in writing consistent with Section 3(c), below.

2. MaDdaton' Arbitration

(a) Except as provided in paragraph (b) of this Section 2 and in Section 8, below,
any case. controversy or claim arising out of or relating to the Service Agreement, its breach.
or any other disputes arising out of the business relationship created by the Service Agree-
ment, of whatever narore, including but not limited to any claim based in contract, in law. in
equity , any statute, regulation, or theory of law now in existence or which may come into

C-l01~~7.02~1S7.
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existence in the future, whether known or w1known, including without limitation, claims based
upon deceit, fraudulent inducement, misrepresentation, 18 U.S.C §§1962 and 1964 (RICO),
and R.I. G.L. Title 6, c. 13.1, the federal and state antitrUSt laws (collectively, the .°Arbittable
Claims"), which cannot be resolved by negotiation or mediation, as provided in Section 1
above, shall be submitted to mandatory , binding, and fmal arbitration in accordance with
procedures set forth in this Agreement, which shall constitute the exclusive remedy for any
and all Arbitrable Claims.

(b) Notwithstanding paragraph (a) above, physical accidents or evcntS giving rise to
negligence or intentional tort claims for the recovery of property damages and/or damages for
persona] injury and failure to make payments due W1der Section 5.2 of the Service Agreement
shall not be considered "Arbitrable Claims." However disputes regarding the interpretation or
scope of any indenmification clauses in the Service Agreement shall be subject to arbitration,
even if the dispute relates to whether one Party must indemnify the other for property
damages and/or damages for personal injury, the recovery of which was or will be detennined
in a coun of law.

{c) Each party agrees that it will not attempt to circumvent this Arbitration
Agreement by coordinating or cooperating with their respective parent companies of affiliates
or guarantors in the filing of a legal action in the name of any of the parent companies or
affiliates or guarantors of the Parties to this Arbitration Agreement regarding claims that
otherwise are subject to this Arbitration Agreement. Any Party failing to comply with this
provision shall indemnify the other Party against, and hold the other harmless from, the costs
{including reasonable litigation costs) incurred by the other in defending any and all claims
brought by a parent company or affiliate or guarantor of the other in a COUl1 of law regarding
claims that otherwise would be Arbitrable Claims under this AIbitration Agreement.

3. Selection and Oualification of Arbitraton

(a) Any arbitration shall be conducted by a panel of three neutral arbitrators,
consisting of (i) a practicing lawyer admitted to practice in the Commonwealth of Massachu-
setts; (ii) a person with professional experience in and substantial knowledge of the power
generation industry in anyone or more of the New England States, who may be, but need not
be a lawyer, and (iii) a person with professional experience in and substantial knowledge of
power marketS in anyone or more of the New England States, who may, but need not be. a
lawyer (collectively, the "Arbitration Panel"). For purposes of this Arbitration Agreement. an
arbittator or candidate shall be considered "neutral" only if the arbitrator or candidate has not
previously served as an arbitrator for a Party or one of its affiliates or guarantors and is not a
present or former lawyer, employee or consultant of 8 party or any of its affiliates or

guarantors.

(b) Any Party entitled to conunence arbitration hereunder shall do so by serving a
""Titten Notice of Arbitration briefly describing the Arbitrable Claims and the AgreementS
under which they are brought. Service of such Notice of Arbitration shall be complete upon
receipt by the person designated for each party at the addresses specified in Section 12 below.

C-201 39967.02.l)1S7a
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(c) Within twenty (20) days after service of a Notice of Arbitration, each Party
shall serve upon the other Party a list of seven neutral candidates for each of the three panel
members described in subparagraph (a) above.

(d) Within twenty (20) days after service of the lim referred to in subparagraph
(c), NECO and Seller shall then strike from the other's lists any tWo candidates from each of
the lists, for any reason whatsoever. F or the remaining candidates each Party shall rank cacb
candidate on its three lists from one to five and shall do the same for the other Party's lists.

(e) The candidates in each of the three categories with the lowest total score shall
be invited to serve as panel members. In the event that the candidate in any of the three
categories with the lowest total score is unable or Wlwilling to serve, or has a potential
conflict of interest not consented to by each Party, then the candidate with the neXt lowest
score in that category shall be invited to serve, subject to full djsclosurc by each candidate
of, and consent by each Party to any potential conflicts of interests. This process shall be
repeated until a full arbi1ration Panel is selected or the list of candidates for that category is
exhausted. If the list of candidates for a category is exhausted the Parties shall exchange a
new list of candidatcs for that category and the procedures set forth above shall be repeated a
second time.

(f) If the parties C8JUlot selcct a full Arbitration Panel in accordance with these
procedures than any Party may request that a court of competent jurisdiction appoint the
remaining members subject to their qualifications, willingness and ability to serve as provided
above.

(g) The American Arbitration Association shall be appointed to facilitate and

administer the parties' compliance with the procedures set forth above.

4. Tim~ Schedule

The Arbitration shall be conducted as expeditiously as possible. The Arbitration Panel
shall schedule a pre.hearing conference and hearings as it deems advisable and shall use its
best efforts to schedule consecutive days of hearings. Hearings shall be limited to a total of
ten ( 10) days. The Arbitration Panel shall issue its fmal decision and award within thirty (30)
days of the close of the hearings, which shall be accompanied by a written, reasoned opinion.

s. Remedies

(a) The Arbitration Panel shall not award pWlitive or multiple damages or any
other damages not measured by the prevailing Party's actual damages -except that the
Arbitration Panel, in its sole discretion, may shift all or a portion of the costs of the Arbitra-
tion to any Party.

C-3OI39967.01.()IS7a
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(b) Any award of damages by the Arbitration Panel shall be determined, limited
and controlled by the damages limitation clauses of the Service Agreement applicable to the
dispute before the Arbitration Panel.

( c) The Arbitration Panel may, in its discretion, award pre-award and post-award
interest on any damages award; provided, however, that the rate of pre-award or post-award
interest shall not exceed a rate equal to the rate provided for post-judgment interest by 28
U.S.C.§ 1961 as published from time to time by the Administrativc Office of the Unitcd
States Courts based on the equivalent coupon issue yield for auctions of 52-week Treasury
bills.

6. Confidentiali!x

The existence, contents, or results of any mediation or arbitration hereunder may not
be disclosed without the prior written consent of both Parties; provided, however, either Party
may make disclosures as may be necessary to fulfill regulatory obligations to any regulatory
bodies having jurisdiction, and may infOm1 their lenders, affiliates. auditors and insurers, as
necessary , under pledge of confidentiality and can consult with experts as required in
connection with the arbitration under pledge of confidentiality .If any Party seeks preliminary
injunctive relief from any coUJ1 to preserve the status quo or avoid irI'eparable hamt pending
mediation or arbitration, the Parties agree to use best efforts to keep the court proceedings
confidential, to the maximum extent permitted by law.

7. FERC Jurisdiction over Certain DisRutes

(a) Nothing in this Arbitration Agreement shall preclude, or be construed to
preclude, any Party from filing a petition or complaint with the Federal Energy Regulatory
Commission ("FERC") with respect to any Arbitrable Claim. In such case, the other Party
may request FERC to reject or to waive jwisdiction. If the FERC rejects or waives jurisdic-
tion, with respect to all or a portion of the claim, the portion of the claim not so accepted by
FERC shall be resolved through arbitration, as provided in this Arbitration Agreement. To
the extent that FERC asserts or accepts jurisdiction over the claim, the decision. rmding of
fact, or order of FERC shall be rmal and binding, and any arbitration proceedings that may
have commenced prior to the assertion or acceptance of jurisdiction by FERC shall be stayed,
pending the outcome of the FERC proceedings.

(b) The Arbitration Panel shall have no authority to modify .and shall be conclu-
sively bound by. any decision, fInding of fact. or order of FERC. However. to the extent that
a decision finding of fact, or order of FERC does not provide a final or completc rcrnedy to
the Party seeking relief. such Party may proceed to arbitration under this Arbitration Agree-
ment to secure such remedy, subject to the FERC decision, finding or order .

C-4OI3~.~IS7a
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8. PreliDJiDarv Iniun~dve Relief

Nothing in this Arbitration Agreement shall preclude, or be construed to preclude, the
resort by either party to a court of competent jurisdiction solely for the purposes of securing a
temporary or preliminary injunction to preserve the stams quo or avoid irreparable harm
pending mediation or arbittation pursuant to this Arbitration Agreement.

9. GoverniD&.~Law

This Arbitration Agreement shall be construed, enforced in accordance with, and
governed by, the laws of the State of Rhode Island.

10. Location of Arbitration

Any arbitration hereunder shall be conducted in Boston, Massachusetts.

11. S~!e[!~.li!X

If any section, subsection. sentence, or clause of this Arbitration Agreement is
adjudged illegal, invalid, or unenforceable, such illegality, invalidity, or enforceability shall
not affect the legality, validity ,or enforceability of the Arbitration Agreement as a whole or
of any section, subsection. sentence or clause hereof not so adjudged.

12. ~otic;es

Any notices required to be given pursuant to this Arbitration Agreement shall be in
writing and sent to the receiving party by (i) certified mail, return receipt requested, (ii)
overnight delivery service, or (iii) facsimile transmission {confinned by telephone), addressed
to the receiving party at thc addrcss shown below or such other addrcss as a party may
subsequently designate in writing. Any such notice shall be deemed to be given {i) three days
after deposit in the United States mail, if sent by mail, {ii) when actually received if sent by
overnight delivery service, or (iii) when sent, if sent by facsimile and conf1nncd by tclephonc.

If to NECO: The Narragansett Electric Company
25 Research Drive
Westborough, Massachusens 01582
Attcnrion: General Counsel
Facsimile: (508) 389-2463

If to Seller

Attention:
Facsimile: ( ) -

C-SOI3~7.0Z-o1S7a
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In addition, the parties shall send copies of any notices required by the tenns of any of
the Agreements, in accordance with the tenns of each Agreement

IN WITNESS WHEREOF, Each Party has caused its duly authorized officers to
execute t11is Arbitration Agreement on the dates set fol1h below.

THE NARRAGANSETT ELECTRIC COMP ANY

~

BY'

Its

USGEN NEW ENGLAND, INC.
,

~

~

~ BY:-

~';!;~~41'~7;CC,~:

~ -- Its
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SECOND
AMENDED AND RESTATED

WHOLESALE STANDARD OFFER SERVICE AGREEMENT

WHOLESALE STANDARD OFFER
SERVICE AGREEMENT

between

THE NARRAGANSETT ELECTRIC COMPANY

and

USGEN NEW ENGLAND, INC.

Dated as of September 1, 1998
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SECOND AMENDED AND RESTATED WHOLESALE
 STANDARD OFFER SERVICE AGREEMENT

This SECOND AMENDED AND RESTATED WHOLESALE STANDARD OFFER
SERVICE AGREEMENT (“Agreement”) is dated as of September 1, 1998 and is by and between
THE NARRAGANSETT ELECTRIC COMPANY, a Rhode Island corporation (“NECO”), and
USGen New England, Inc., a Delaware corporation ("Seller"), and amends and restates and super-
sedes in its entirety the Amended and Restated Wholesale Standard Offer Service Agreement dated as
of October 29, 1997 between NECO and Seller.  This Agreement provides for the purchase by
NECO and the sale by Seller of Wholesale Standard Offer Service, as defined in this Agreement.

ARTICLE 1.   BASIC UNDERSTANDINGS

NECO purchases all of its requirements of electricity for resale to its retail electric customers
from its affiliate, New England Power Company (“NEP”).

NEP, NECO and other parties have entered into an agreement in settlement of regulatory
proceedings before the Federal Energy Regulatory Commission (the “Rhode Island Restructuring
Agreement”) that, among other things, implements certain requirements of the Rhode Island Utility
Restructuring Act of 1996 (the "Act"), permits NECO to terminate wholesale purchases from NEP,
permits current retail customers of NECO to purchase electricity from other suppliers on and after a
date defined therein as the “Retail Access Date,” or, for a limited time, to purchase Standard Offer
Service from NECO, obligates NEP to supply NECO with power sufficient to meet the latter’s
obligations to supply Standard Offer Service, and obligates NEP to transfer its interests in the electric
generating business to another party or parties.

NEP, NECO, and Seller have entered an agreement under which Seller will acquire certain
NEP and NECO generating assets.

NEP and Seller desire that Seller shall supply electric capacity and energy to NECO to fulfill a
portion of NEP’s power supply obligations under the Rhode Island Restructuring Agreement.

Under the Rhode Island Restructuring Agreement, NECO is obligated to afford wholesale
power suppliers other than NEP the opportunity to commit to supply NECO with power sufficient to
meet NECO’s obligation to supply retail Standard Offer Service after the Retail Access Date. 

This Agreement sets forth the terms under which Seller will supply Wholesale 
Standard Offer Service to NECO, for a period beginning on the Closing Date, to enable NECO to
meet the needs of its retail customers for electricity, including all or a portion of the needs of customers
receiving retail Standard Offer Service after the Retail Access Date.
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ARTICLE 2.   DEFINITIONS

The following words and terms shall be understood to have the following meanings when used
in this Agreement, or in any associated documents entered into in conjunction with this Agreement.  In
addition, except as otherwise expressly provided, where terms used in this Agreement are defined in
the NEPOOL Agreement and not otherwise defined herein, such definitions are expressly incorporated
into this Agreement by reference.

Affiliate of NECO - Any company that is a subsidiary of New England Electric System and its
successors.

Closing Date - The date upon which the Seller acquires ownership of generating assets it purchases
from NEP.

Commission or FERC - The Federal Energy Regulatory Commission or such successor federal
regulatory agency as may have jurisdiction over this Agreement.

Contract Termination Date - The date established by the Rhode Island Restructuring Agreement
when the respective obligations of NEP and NECO under NEP’s FERC Electric Tariff, Original
Volume No. 1, to sell and purchase wholesale electric requirements service shall cease.  The Contract
Termination Date occurred on January 1, 1998.  

GWh - Gigawatt hour.

ISO - The Independent System Operator to be established in accordance with the NEPOOL
Agreement and the Interim Independent System Operator Agreement as amended, superseded or
restated from time to time.

kWh - Kilowatt- hour.

MECO - Massachusetts Electric Company.

MECO Wholesale Standard Offer Service Agreement - The Wholesale Standard Offer Service
Agreement of even date herewith between MECO and the Seller.

NECO’s Service Territory - The geographic area in which NECO provided electric service to retail
customers on August 6, 1996.

NECO’s System - The electrical system of NECO and/or the electrical system of any Affiliate of
NECO.
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MMBtu - Million British thermal units.

NEP - New England Power Company, an Affiliate of NECO.

NEPEX - The New England Power Exchange.

NEPOOL - The New England Power Pool.

NEPOOL Agreement - The New England Power Pool Agreement dated as of September 1, 1971,
as amended and as may be amended or restated from time to time.

Price - The price set forth in SECTION 5.1, below.

Prime Rate - The prime (or comparable) rate announced from time to time as its prime rate by the
Bank of Boston or its successor, which rate may differ from the rate offered to its more substantial and
creditworthy customers.

PTF - Facilities categorized as Pool Transmission Facilities under the NEPOOL Agreement.

Retail Access Date - The date so defined under the Rhode Island Restructuring Agreement.  The
Retail Access Date occurred on January 1, 1998.

Rhode Island Restructuring Agreement - The Offer of Settlement dated May 30, 1997, entered
into by and among the RIPUC, the Rhode Island Division of Public Utilities and Carriers, NECO, and
NEP, as amended and accepted or approved by the FERC.

RIPUC - The Rhode Island Public Utilities Commission.  

Standard Offer Auction -  The solicitation by NECO of offers from wholesale power suppliers,
including, at their option, NEP and Seller, of electric energy and associated capacity and ancillary
services necessary to meet the needs of ultimate customers of NECO eligible for and accepting retail
Standard Offer Service on or after the Retail Access Date, and any wholesale electric supply contracts
resulting from that solicitation.  The solicitation and any contract(s) entered into as a result thereof shall
not be on terms that are materially different from those described by MECO in the Massachusetts
Restructuring Agreement (as defined in the MECO Wholesale Standard Offer Service Agreement), the
RFQ dated April 3, 1997, and the letter to potential asset purchasers dated June 16, 1997, or result in
a material adverse impact on Seller.  NECO shall not, without Seller's consent, conduct the Standard
Offer Auction more than once or more than six (6) months prior to the Retail Access Date, which date
shall be as reasonably determined by NECO.



4198925.03-New YorkS7A

Standard Offer Service - The electric service provided by NECO pursuant to the Rhode Island
Restructuring Agreement:  (i) to retail customers in NECO’s Service Territory during the period, if any,
during the term of this Agreement preceding the Retail Access Date; and (ii) to NECO’s retail
customers on the Retail Access Date that do not elect to obtain their electric supply from an alternative
supplier on or after the Retail Access Date through December 31, 2009.

Wholesale Access Date - The date so defined under the Rhode Island Restructuring Agreement, as
the date on which NECO in its sole discretion decides to terminate its purchase from NEP of wholesale
requirements service pursuant to NEP’s FERC Electric Tariff, Original Volume No. 1, by providing the
Commission and the Signatories to the Rhode Island Restructuring Agreement with 90 days advance
notice in writing, said date not to be earlier than January 1, 1998.

Wholesale Standard Offer Service - The generation and delivery, to any location on the NEPOOL
PTF system or NECO’s system, of the portion of the electric capacity, energy and ancillary services
required by NECO to meet the needs of NECO’s ultimate customers taking Standard Offer Service,
excluding, after the Retail Access Date, any portion of such requirements that NECO has contracted to
obtain through the Standard Offer Auction, determined in accordance with ARTICLE 4.  Seller, as the
supplier of Wholesale Standard Offer Service capacity and energy, will be responsible for all present,
or future requirements and associated costs for installed capability, operable capability, energy,
operating reserves, and automatic generation control, including tie benefit payments, losses and any
congestion charges associated with Seller’s supply of Wholesale Standard Offer Service and any other
requirements imposed by NEPOOL or the ISO, as they may be in effect from time to time.  To the
extent that any NEPOOL, ISO or any successor entity expenses or uplift costs are allocated to
wholesale suppliers, the portion of such costs associated with Seller’s supply of Standard Offer Service
will also be the responsibility of Seller.  To the extent any costs contemplated by this paragraph are
applicable to NECO and recoverable by NECO from its customers, NECO shall be responsible for
such costs.

ARTICLE 3.   TERM AND REGULATORY APPROVAL

3.1   Term

The term of this Agreement shall begin at 12:01 am on the Closing Date and continue until the
earlier of: (a)11:59 p.m. on December 31, 2009; or (b) the first date that NECO has no requirements
for electric capacity and energy to supply Standard Offer Service that are not satisfied by contracts
resulting from the Standard Offer Auction.
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3.2   Obtaining and Maintaining Required Permits

(a) Performance under this Agreement is conditioned upon both Parties securing and
maintaining such federal, state or local approvals, grants or permits as may be necessary for the sale
and purchase of Wholesale Standard Offer Service, which shall not include any approvals, grants, or
permits necessary for the operation of any particular generating facility.  Each Party shall use reasonable
efforts to acquire and maintain such approvals, grants or permits.  If the acquisition or maintenance of a
particular approval, grant, or permit requires a modification to this Agreement, then the Parties agree to
negotiate in good-faith to reach a mutually agreeable modification of the Agreement.  The Parties are
not required to reach such a mutually acceptable modification.

(b) Seller will file this Agreement with FERC (and any other regulatory agency as may have
jurisdiction over the Agreement) in accordance with the provisions of applicable laws, rules and
regulations.  Seller will be responsible for any filing fees for filing this Agreement with FERC (and any
other regulatory agency as may have jurisdiction over the Agreement) and for any regulatory assess-
ments associated with sales under this Agreement.  FERC approval of  this Agreement shall be a
condition to the obligations of the Parties hereunder. 

ARTICLE 4.   SALE AND PURCHASE

4.1   Wholesale Standard Offer Service

Seller shall sell and deliver to the Delivery Points, as defined in ARTICLE 6, SECTION 6.1,
and NECO shall purchase 90.78% of NECO’s requirements for Wholesale Standard Offer Service. 
NECO’s requirements for Wholesale Standard Offer Service shall be determined on the basis of
ARTICLE 6, SECTION 6.3, below, and the price for such sale and purchase shall be as set forth in
ARTICLE 5, SECTION 5.1, below.

4.2   Dispatchable Load Credits

Seller shall have the right, but not the obligation, to elect to purchase a portion of the peak load
reduction credits, if any, as provided for in NEPOOL Criteria, Rules and Standards No. 16, associated
with NECO's retail customers which are taking Standard Offer Service and which are taking service
under NECO's Cooperative Interruptible Service Provision (as defined in NECO's tariffs on file with
RIPUC) ("Dispatchable Load Credits"), during the period commencing at 0001 hours on the Closing
Date and ending at 2400 hours on October 31, 1998 (the "Option Period").  Seller may purchase such
credits for any, all, or any combination of calendar months during the Option Period.

In order to receive such credits, Seller shall provide NECO with written notice of such election
at least seven days prior to the requested start date.  Such notice shall include: (i) the requested start
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date, which shall be the first day of a calendar month, (ii) the requested end date, which shall be the last
day of a calendar month, and (iii) the fixed amount per month of Dispatchable Load Credits (the
"Seller's Election"), which shall not exceed 90.78% of the minimum load reduction actually experienced
by NECO during the most recent 12 month period, excluding for such period months in which
interruptions occurred ("Load Reductions").

In the event Seller does not provide a timely notice of election for any month, Seller's election
for such month will be presumed to be zero (0) kilowatts.

NECO will provide Seller during each month of this Agreement with a report on (i) the quantity
of Load Reductions for the preceding month and (ii) the number of customers (and associated nominal
interruptible load), if any, which ceased taking service under NECO's Cooperative Interruptible Service
Provision during the preceding month.

ARTICLE 5.   PRICE AND BILLING

5.1   Price

(a) For each kilowatt hour of Wholesale Standard Offer Service that Seller delivers to the
Delivery Points, in accordance with ARTICLE 6, SECTION 6.3, below, NECO shall pay Seller a
price equal to the following amounts for each period during the term of this Agreement:  

Period Price in Cents per
kWh

1998 3.2 Cents

1999 3.5 Cents

2000 3.8 Cents

2001 3.8 Cents

2002 4.2 Cents

2003 4.7 Cents

2004 5.1 Cents

2005 5.5 Cents

2006 5.9 Cents
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2007 6.3 Cents

2008 6.7 Cents

2009 7.1 Cents

In addition, in the event of increases in the market price of No. 6 residual fuel oil (1% sulphur)
and natural gas after 1999 as described in Appendix A, NECO shall pay Seller additional amounts in
accordance with the Standard Offer Fuel Adjustment Provision, described in Appendix A, attached
and incorporated herein by reference.

(b) For any month in which Seller elects to receive Dispatchable Load Credits, in
accordance with ARTICLE 4, SECTION 4.2, for each kilowatt of Seller's Election, NECO shall be
entitled to a reduction in the amount owed to Seller by NECO pursuant to paragraph (a) above at a
value calculated pursuant to the second paragraph of ARTICLE 5, SECTION 5.2, using the following
rates ("Option Price"):

Month Of Transfer Option Price in 
Dollars per KW Month

January, February, July, Au- $3.125
gust, September,

December

March, April, May, June, $1.875
October, November

5.2   Payment

(a) On or before the tenth (10th) day of each month during the term of this Agreement,
NECO shall: (i) calculate the amount due and payable to Seller pursuant to this ARTICLE 5 with
respect to the preceding month; and (ii) advise Seller of the schedule upon which it shall pay the amount
so calculated, which schedule shall comply with paragraph (b), below.

The amount payable shall be calculated by (i) multiplying the Price specified in the first
paragraph of ARTICLE 5, SECTION 5.1, above, for the applicable Contract Period by the quantity of
Wholesale Standard Offer Service delivered by Seller to the Delivery Points for NECO’s Standard
Offer Service customers in the month, as determined in accordance with ARTICLE 6, SECTION 6.3,
below and then subtracting the result obtained by (ii) multiplying the Option Price specified in the
second paragraph of ARTICLE 5, SECTION 5.1, above, for the applicable month by the Seller's
Election for the applicable month, as determined and certified as true and accurate, by Seller.
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Because quantities determined under SECTION 6.3 are estimated, subject to a reconciliation
process described in SECTION 6.3(d), quantities used in calculations under this paragraph (a) shall be
subject to adjustment, whether positive or negative, in subsequent months’ calculations, to reflect that
reconciliation process, and any adjusted quantities shall be applied to the Price applicable during the
month of the calculation being adjusted.  Additional amounts due Seller, if any, from the Standard Offer
Fuel Adjustment Provision shall be added to such amount.

(b) NECO shall pay Seller any amounts due and payable on or before the twenty-fifth
(25th) day after the date a calculation is made pursuant to paragraph (a), provided that, if and to the
extent NECO pays Seller any portion of the amount due and payable before the twenty-fifth (25th) day
after a calculation is made, it shall be entitled, without interest or penalty, to defer payment of an equal
portion of the amount due and payable for that month by the lesser of: (i) the same number of days that
the early payment preceded the twenty-fifth day after the calculation; and (ii) twenty-five (25) days.  If
all or any part of any amount due and payable pursuant to paragraph (a) shall remain unpaid thereafter,
interest shall thereafter accrue and be payable to Seller on such unpaid amount at a rate per annum
equal to two percent (2%) above the Prime Rate in effect on the date of such bill; provided, however, if
the amount due and payable is disputed, interest shall accrue and be payable to Seller on the unpaid
amount finally determined to be due and payable at a rate per annum equal to the Prime Rate in effect
on the date of the calculation pursuant to paragraph (a); and provided, further, no interest shall accrue
in favor of Seller or NECO on amounts that are added to or credited against a calculation due to the
adjustment of estimated quantities in accordance with paragraph (a) and ARTICLE 6, SECTION 6.3.  

(c) With respect to reconciliation adjustments pursuant to SECTION 6.3(d) or any error in
a calculation (whether the amount is paid or not), any overpayment, underpayment, or reconciliation
adjustment will be refunded or paid up, as appropriate.  Interest shall accrue from the date of the error
or adjustment on the unpaid or overpaid amount finally determined to be due and shall be calculated
pursuant to Section 35.19a of the Commission regulations.

5.3   Taxes, Fees and Levies

Seller shall be obligated to pay all present and future taxes, fees and levies which may be
assessed upon Seller by any entity upon the purchase or sale of electricity covered by the Agreement. 
To the extent such taxes, fees, and levies are allowed to be, and are actually, recoverable by NECO
from its customers, NECO shall reimburse Seller for such taxes, fees, and levies paid by Seller.  It is
expressly agreed that Seller shall not be responsible for, and shall be held harmless from, the Rhode
Island Tax on gross receipts or earnings (Public Service Corporation Tax, Chapter 44-13 of the Rhode
Island General Laws, as amended or superseded).
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ARTICLE 6.   DELIVERY, LOSSES, AND DETERMINATION AND
REPORTING OF HOURLY LOADS

6.1   Delivery

All electricity shall be delivered to NECO in the form of three-phase sixty-hertz alternating
current at any location on the NEPOOL PTF system or NECO’s System (“Delivery Points”).  Title
shall pass to NECO at the Delivery Point and Seller shall incur no expense or risk beyond the Delivery
Point other than those described in SECTION 6.2.  If the NEPOOL control area experiences conges-
tion, Seller will be responsible for any congestion costs incurred in delivering power across the PTF
system to NECO to the extent such costs are imposed by NEPOOL or the ISO on suppliers.  Seller
shall be responsible for all transmission and distribution costs associated with the use of transmission
systems outside of NEPOOL and any local point to point charges and distribution charges needed to
deliver the power to the NEPOOL PTF.

6.2   Losses

Seller shall be responsible for all transmission and distribution losses associated with the
delivery of electricity supplied under this Agreement to the meters of ultimate customers of NECO
receiving retail Standard Offer Service, provided, however, that losses do not include service to
unmetered facilities for which estimates of kWh use are available and provided, further, that Seller shall
not be responsible for unmetered use or consumption of electricity by NECO's Affiliates.  Seller shall
provide NECO at the Delivery Points with additional quantities of electricity and ancillary services to
cover such losses, but Seller shall not be entitled to payment under ARTICLE 5 of this Agreement for
such additional quantity.  The quantities required for this purpose in each hour of a billing period shall be
determined in accordance with NEPOOL’s, NEP’s and NECO’s filed procedures for loss determina-
tion.

6.3   Determination and Reporting of Hourly Loads

(a) To meet its NEPOOL obligations, Seller, or a NEPOOL member having an own-load
dispatch or settlement account with the NEPOOL billing system with whom Seller has a load inclusion
agreement, must report to NEPOOL or the ISO the Standard Offer Service load for which Seller is
providing Wholesale Standard Offer Service pursuant to this Agreement, including losses.  To
accomplish this, NECO will estimate its total hourly Standard Offer Service load based upon average
load profiles developed for each NECO customer class and NECO’s actual total hourly load. 
Appendix B, attached and incorporated herein by reference, provides a general description of the
estimation process that NECO will initially employ (the “Estimation Process”).  NECO reserves the
right, subject to the approval of appropriate regulatory authorities having jurisdiction to modify the
Estimation Process in the future, provided that any such modification be designed to improve the
accuracy of its results, and provided further that NECO shall consult with Seller and other similarly
situated sellers to the maximum extent permitted by any applicable standards of conduct.  NECO will
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report to NEPOOL, on behalf of Seller or such other NEPOOL member, Seller’s hourly Standard
Offer Service load, which shall equal the portion of NECO’s estimated total Standard Offer Service
hourly load for which Seller is responsible for supplying Wholesale Standard Offer Service under this
Agreement.  

(b) NECO will report to NEPOOL or the ISO Seller’s hourly adjusted Standard Offer
Service loads by 1:00 p.m. of the second following business day.  This adjusted load should be added
by NEPOOL or the ISO to the other NEPOOL load of Seller or such other NEPOOL member.  

(c) At the end of each month, NECO shall aggregate Seller’s hourly loads for the month as
determined by the Estimation Process.  For purposes of SECTION 5.1, above, the result of the
Estimation Process, less losses to the Standard Offer Service customers’ meters determined as
specified in ARTICLE 6 SECTION 6.2, above, will be deemed to be the quantity of Wholesale
Standard Offer Service delivered by Seller to the Delivery Points in a month.

(d) To refine the estimates of Seller’s monthly Standard Offer Service load developed by
the Estimation Process, a monthly calculation will be performed to reconcile the original estimate of
Seller’s Standard Offer Service loads to actual customer usage based on meter reads.  NECO will
apply any resulting billing adjustment (debit or credit) to Seller’s account no later than the last day of the
third month following the billing month.  Appendix B, attached and incorporated herein by reference,
also provides a general description of this reconciliation process.

ARTICLE 7.   DEFAULT AND TERMINATION

7.1   Material Breach and Termination

(a) (i) If NECO fails in any material respect to comply with, observe or perform any
covenant, warranty or obligation under this Agreement (except due to causes
excused by force majeure or attributable to Seller’s wrongful act or wrongful
failure to act); and

(ii) After receipt of written notice from Seller such failure continues for the Cure
Period (as defined below), or, if such failure cannot be reasonably cured within
the Cure Period, such further period as shall reasonably be required to effect
such cure (except in the case of a payment default), provided that NECO com-
mences within the Cure Period to effect such cure and at all times thereafter
proceeds diligently to complete such cure as quickly as possible; then

(iii) Seller shall have the right to terminate this Agreement, subject to paragraph (c)
below.  For purposes of this Section 7.1(a), the Cure Period shall mean five
days in the case of a failure by NECO to fulfill its payment obligations pursuant
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to Section 5.2 and forty-five (45) days in the case of a failure by NECO to
comply with, observe or perform any other covenant, warranty or obligation
under this Agreement.  If an unexcused failure to pay continues for fifteen (15)
days, Seller shall have the right to suspend service until payment is made in full
and appropriate security is posted for future payments or to terminate this
Agreement.

(b) (i) If Seller fails in any material respect to comply with, observe, or perform any
covenant, warranty or obligation under this Agreement (except due to causes
excused by force majeure or attributable to NECO’s wrongful act or wrongful
failure to act); and

(ii) After receipt of written notice from NECO such failure continues for a period
of forty-five (45) days, or, if such failure cannot be reasonably cured within
such forty-five (45) day period, such further period as shall reasonably be
required to effect such cure, provided that Seller commences within such forty-
five (45) day period to effect such cure and at all times thereafter proceeds
diligently to complete such cure as quickly as possible; then

(iii) NECO shall have the right to terminate this Agreement, subject to paragraph
(c) below.

(c) Any termination arising out of the exercise of the termination rights specified in
paragraphs (a) or (b) above (with the exception of termination for a payment default) may not take
effect unless and until an arbitrator (pursuant to ARTICLE 14, SECTION 14.2 of this Agreement) has
made a ruling that the exercise of such termination right was valid.  The fact that one party alleged to be
in material breach of this Agreement (“Alleged Breaching Party”) complies with the request of the other
to cure an alleged material breach shall not be considered by the arbitrator as an admission against the
Alleged Breaching Party or evidence that such party was or was not in material breach.

(d) Nothing in this SECTION 7.1 shall be construed to limit the right of any party to seek
any remedies for damages, as limited by ARTICLE 9 of this Agreement, even if a cure of an alleged
breach is made within the periods of time specified for curing any such breach stated above.  The
provisions of this SECTION 7.1 are intended only to provide the exclusive process through which one
party may exercise and effectuate its right to terminate this Agreement as a result of a material breach of
this Agreement.
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ARTICLE 8.   NOTICES, REPRESENTATIVES OF THE PARTIES

8.1   Notices

Any notice, demand, or request required or authorized by this Agreement to be given by one
party to another party shall be in writing.  It shall either be sent by facsimile (confirmed by telephone),
overnight courier, personally delivered and acknowledged in writing or by registered or certified mail,
(return receipt requested) postage prepaid, to the representative of the other party designated in this
ARTICLE 8.  Any such notice, demand, or request shall be deemed to be given (i) when sent by
facsimile confirmed by telephone, (ii) when actually received if delivered by courier or personal deliver
or (iii) three (3) days after deposit in the United States mail, if sent by first class mail.

Notices and other communications by Seller to NECO shall be addressed to:

The Narragansett Electric Company
c/o New England Power Service Company
25 Research Drive
Westborough, MA 01582
Attention:  Michael J. Hager
Fax:  (508) 389-2463

Notices and other communications by NECO to Seller shall be addressed to:

USGen New England, Inc.
7500 Old Georgetown Road, 13th Floor
Bethesda, MD  20814
Attention:  Stephen A. Herman
Fax:  (301) 718-6913

Any party may change its representative by written notice to the others.

8.2   Authority of Representative

The parties’ representatives designated in ARTICLE 8, SECTION 8.1 shall have full authority
to act for their respective principals in all technical matters relating to the performance of this Agree-
ment.  They shall not, however, have the authority to amend, modify, or waive any provision of this
Agreement unless they are authorized officers of their respective entities.
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ARTICLE 9.   LIABILITY, INDEMNIFICATION, AND
RELATIONSHIP OF PARTIES

9.1   Limitation on Consequential, Incidental and Indirect Damages

To the fullest extent permissible by law, neither NECO nor Seller, nor their respective officers,
directors, agents, employees, parent or affiliates, successor or assigns, or their respective officers,
directors, agents, or employees, successors, or assigns, shall be liable to the other party or its parent,
subsidiaries, affiliates, officers, directors, agents, employees, successors or assigns, for claims, suits,
actions or causes of action for incidental, indirect, special, punitive, multiple or consequential damages
(including attorney’s fees or litigation costs) connected with or resulting from performance or non-
performance of this Agreement, or any actions undertaken in connection with or related to this
Agreement, including without limitation any such damages which are based upon causes of action for
breach of contract, tort (including negligence and misrepresentation), breach of warranty, strict liability,
Rhode Island Gen. Laws Title 6, c. 13.1, statute, operation of law, or any other theory of recovery. 
The provisions of this SECTION 9.1 shall apply regardless of fault and shall survive termination,
cancellation, suspension, completion or expiration of this Agreement.

9.2   Recovery of Direct Damages Permitted

Notwithstanding the provisions of ARTICLE 9, SECTION 9.1, subject to the duty to mitigate
damages as provided under common law of damages recovery, both NECO and Seller shall be entitled
to recover their actual, direct damages (i) incurred as a result of the other party’s breach of this
Agreement or (ii) incurred as a result of any other claim arising out of any action undertaken in
connection with or related to this Agreement.  For purposes of avoiding any disputes about the
difference between direct damages and consequential damages, the parties agree as follows:

(a) (1) To the extent that NECO is found to be in breach of this Agreement or liable
under another cause of action; and

(2) as a result of such breach or event giving rise to the cause of action, Seller
suffers loss of profits that Seller reasonably expected to have received from
NECO under this Agreement had NECO performed under this Agreement;
then

(3) Seller shall be entitled to recover any lost profits that Seller can demonstrate it
lost or will lose as a result of NECO's breach, subject to the duty to mitigate.

(b) (1) To the extent that Seller fails to provide NECO Wholesale Standard Offer
Service Power under the terms of this Agreement; and
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(2) as a result, Seller is found to be in material breach of this Agreement or liable
under another cause of action; and

(3) subject to the duty to mitigate, NECO purchases (as a result of Seller’s failure)
power from a third party at a price that is higher than what NECO would have
paid under the terms of this Agreement, NECO may recover the difference be-
tween the price NECO paid to such third party and the price it would have
paid had Seller performed; provided, however, Seller shall not be liable to
NECO for lost profits associated with any expected revenue streams from the
sale of power to third parties or lost profits from any other contracts or sales.

(c) Except as provided in paragraphs (a) and (b) above, neither NECO nor Seller shall be
liable to the other for lost profits arising out of performance, or non-performance of this Agreement,
whether such lost profits may be categorized as direct, incidental, indirect, or consequential damages
and irrespective of whether such claims are based upon warranty, tort, strict liability, contract, statute
(including R.I. G.L. Title 6, c. 13.1), operation of law or otherwise.

9.3   Indemnification

(a) Seller agrees to defend, indemnify and save NECO, its officers, directors, employees,
agents, successors, assigns, and Affiliates and their officers, directors, employees, and agents harmless
from and against any and all claims, suits, actions or causes of action for damage by reason of bodily
injury, death, or damage to property caused by Seller, its officers, directors, employees, agents or
affiliates or caused by or sustained on its facilities, except to the extent caused by an act of negligence
or willful misconduct by an officer, director, agent, employee or Affiliate of NECO or their successors
or assigns.

(b) NECO agrees to defend, indemnify and save Seller, its officers, directors, employees,
agents, successors, assigns, and affiliates and their officers, directors, employees, and agents harmless
from and against any and all claims, suits, actions or causes of action for damage by reason of bodily
injury, death, or damage to property caused by NECO, its officers, directors, employees, agents or
affiliates or caused by or sustained on its facilities, except to the extent caused by an act of negligence
or willful misconduct by an officer, director, agent, employee or Affiliate of Seller or their successors or
assigns.

(c) If any party intends to seek indemnification under this ARTICLE from the other party
with respect to any action or claim, the party seeking indemnification shall give the other party notice of
such claim or action within fifteen (15) days of the commencement of, or actual knowledge of, such
claim or action.  Such party seeking indemnification shall have the right, at its sole cost and expense, to
participate in the defense of any such claim or action.  The party seeking indemnification shall not
compromise or settle any such claim or action without the prior consent of the other party, which
consent shall not be unreasonably withheld.
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9.4   Independent Contractor Status

Nothing in this Agreement shall be construed as creating any relationship between NECO and
Seller other than that of independent contractors for the sale and purchase of electricity provided as
Wholesale Standard Offer Service.

ARTICLE 10.   ASSIGNMENT

10.1   Assignment

This Agreement and all of the provisions hereof shall be binding upon and inure to the benefit of
the parties hereto and their respective successors and permitted assigns, but neither this Agreement nor
any of the rights, interests or obligations hereunder shall be assigned by any party hereto, including by
operation of law without the prior written consent of the other party, nor is this Agreement intended to
confer upon any other Person except the parties hereto any rights or remedies hereunder.  Notwith-
standing the foregoing, (i) NECO may, without Seller’s prior written consent, (A) assign all or a portion
of its rights and obligations under this Agreement to any Affiliate of NECO or (B) assign its rights and
obligations hereunder, or transfer such rights and obligations by operation of law, to any corporation or
other entity with which or into which NECO shall merge or consolidate or to which NECO shall
transfer all or substantially all of its assets, provided that such Affiliate or other entity agrees to be
bound by the terms thereof; provided, in either case, that the assignee or transferor shall have senior
securities rated investment grade or better; (ii) the Seller may assign all of its rights and obligations
hereunder to any wholly owned Subsidiary (direct or indirect) of PG&E Corporation and upon
NECO's receipt of notice from Seller of any such assignment, the Seller will be released from all liabili-
ties and obligations hereunder, accrued and unaccrued, such assignee will be deemed to have assumed,
ratified, agreed to be bound by and perform all such liabilities and obligations, and all references herein
to "Seller" shall thereafter be deemed references to such assignee, in each case without the necessity for
further act or evidence by the parties hereto or such assignee; provided, however, that no such
assignment and assumption shall release the Buyer from its liabilities and obligations hereunder unless
the assignee shall have acquired all or substantially all of the Buyer's assets; provided, further, however,
that no such assignment and assumption shall relieve or in any way discharge PG&E Corporation from
the performance of its duties and obligations under the Guaranty dated as of the date of this Agreement
executed by PG&E Corporation, and (iii) the Seller or its permitted assignee may assign, transfer,
pledge or otherwise dispose of its rights and interests hereunder to a trustee or lending institution(s) for
the purposes of financing or refinancing the Purchased Assets, including upon or pursuant to the
exercise of remedies under such financing or refinancing, or by way of assignments, transfers, convey-
ances or dispositions in lieu thereof; provided, however, that no such assignment or disposition shall
relieve or in any way discharge the Seller or such assignee from the performance of its duties and
obligations under this Agreement.  NECO agrees to execute and deliver such documents as may be
reasonably necessary to accomplish any such assignment, transfer, conveyance, pledge or disposition of
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rights hereunder so long as NECO's rights under this Agreement are not thereby altered, amended,
diminished or otherwise impaired.

ARTICLE 11.   FORCE MAJEURE

11.1   Force Majeure Standard

The parties shall be excused from performing their respective obligations hereunder and shall
not be liable in damages or otherwise, if and only to the extent that they are unable to so perform or are
prevented from performing by an event of force majeure.  

11.2   Force Majeure Definition

An event of force majeure includes, without limitation, storm, flood, lightning, drought,
earthquake, fire, explosion, equipment failure, civil disturbance, labor dispute, act of God or the public
enemy, action of a court or public authority, or any other cause beyond a party’s control, but only if
and to the extent that the event directly affects the availability of the transmission or distribution facilities
of NEPOOL, NECO or an Affiliate necessary to deliver Wholesale Standard Offer Service to
NECO’s customers.   Events affecting the availability or cost of operating any generating facility shall
not be events of force majeure.

11.3   Obligation to Diligently Cure Force Majeure

If any party shall rely on the occurrence of an event or condition described in ARTICLE 11,
SECTION 11.2, above, as a basis for being excused from performance of its obligations under this
Agreement, then the party relying on the event or condition shall:

a. provide written notice to the other parties promptly but in no event later than 5
days of the occurrence of the event or condition giving an estimation of its
expected duration and the probable impact on the performance of its obliga-
tions hereunder;

b. exercise all reasonable efforts to continue to perform its obligations hereunder;

c. expeditiously take reasonable action to correct or cure the event or condition
excusing performance; provided that settlement of strikes or other labor
disputes will be completely within the sole discretion of the party affected by
such strike or labor dispute; 

d. exercise all reasonable efforts to mitigate or limit damages to the other parties to
the extent such action will not adversely affect its own interests; and
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e. provide prompt notice to the other parties of the cessation of the event or
condition giving rise to its excuse from performance.

ARTICLE 12.   WAIVERS

The failure of either party to insist in any one or more instance upon strict performance of any of
the provisions of this Agreement or to take advantage of any of its rights under this Agreement shall not
be construed as a general waiver of any such provision or the relinquishment of any such right, but the
same shall continue and remain in full force and effect, except with respect to the particular instance or
instances.

ARTICLE 13.   REGULATION

13.1   Laws and Regulations

This Agreement and all rights, obligations, and performances of the parties hereunder, are
subject to all applicable Federal and state laws, and to all duly promulgated orders and other duly
authorized action of governmental authority having jurisdiction.

13.2   NEPOOL Requirements

This Agreement must comply with all NEPOOL Criteria, Rules, and Standard Operating
Procedures (“Rules”).  If, during the term of this Agreement, the NEPOOL Agreement is terminated or
amended in a manner that would eliminate or materially alter a Rule affecting a right or obligation of a
party hereunder, or if such a Rule is eliminated or materially altered by NEPOOL, the parties agree to
negotiate in good faith in an attempt to amend this Agreement to incorporate a replacement Rule
(“Replacement Rule”).  The intent of the parties is that any such Replacement Rule reflect, as closely as
possible, the intent and substance of the Rule being replaced as such Rule was in effect prior to such
termination or amendment of the NEPOOL Agreement or elimination or alteration of the Rule.  If the
parties are unable to reach agreement on such an amendment, the parties agree to submit the matter to
arbitration under the terms of Appendix C, attached and incorporated herein by reference, and to seek
a resolution of the matter consistent with the above stated intent.

ARTICLE 14.   INTERPRETATION, DISPUTE RESOLUTION

14.1   Interpretation

The interpretation and performance of this Agreement shall be in accordance with and
controlled by the laws of The State of Rhode Island.  
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14.2   Dispute Resolution

All disputes between NECO and Seller arising out of or relating to this Agreement which are
defined as “Arbitrable Claims” in SECTION 2 of Appendix C, attached and incorporated herein by
reference, shall be resolved by binding arbitration and be governed by the terms of such Arbitration
Agreement.  Any arbitration of an Arbitrable Claim that is substantially related to an arbitrable claim
under a Wholesale Standard Offer Service Agreement among Seller, Massachusetts Electric Company,
and Nantucket Electric Company shall be conducted jointly with the arbitration of the latter claim,
before the same panel of arbitrators, with NECO, Massachusetts Electric Company, and Nantucket
Electric Company jointly exercising their rights regarding the selection of arbitrators.  Any decisions of
the arbitrators shall be final and binding upon the parties.

ARTICLE 15.   SEVERABILITY

If any provision or provisions of this Agreement shall be held invalid, illegal, or unenforceable,
the validity, legality, and enforceability of the remaining provisions shall in no way be affected or
impaired thereby.

ARTICLE 16.   MODIFICATIONS

No modification to this Agreement will be binding on any party unless it is in writing and signed
by all parties.

ARTICLE 17.   SUPERSESSION

This Agreement constitutes the entire agreement between the parties relating to the subject
matter hereof and its execution supersedes any other agreements, written or oral, between the parties
concerning such subject matter.

ARTICLE 18.   COUNTERPARTS

This Agreement may be executed in any number of counterparts, and each executed counter-
part shall have the same force and effect as an original instrument.

ARTICLE 19.   HEADINGS
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Article and Section headings used throughout this Agreement are for the convenience of the
parties only and are not to be construed as part of this Agreement.
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IN WITNESS WHEREOF, the parties have caused their duly authorized representatives to
execute this Agreement on their behalf as of the date first above written.

THE NARRAGANSETT ELECTRIC 
COMPANY

BY:

Its

USGEN NEW ENGLAND, INC.

BY:

Its
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Appendix A.  Standard Offer
Fuel Adjustment Provision

In the event of substantial increases in the market prices of No. 6 residual fuel oil (1% sulphur)
and natural gas after 1999, NECO will pay additional amounts to Seller in accordance with this
Standard Offer Fuel Adjustment Provision, which is calculated as follows:

The Stipulated Price that is in effect for a given billing month is multiplied by a “Fuel Adjust-
ment” that is set equal to 1.0 and thus has no impact on the rate paid unless the “Market Gas Price”
plus “Market Oil Price” for the billing month exceeds the “Fuel Trigger Point” then in effect, where:

The Stipulated Price is the following predetermined, flat rate, for energy
consumed at the customer meter point:

Calendar Year Price per Kilowatt hour

1998 3.2 cents
1999 3.5 cents
2000 3.8 cents
2001 3.8 cents
2002 4.2 cents
2003 4.7 cents
2004 5.1 cents
2005 5.5 cents
2006 5.9 cents
2007 6.3 cents
2008 6.7 cents
2009 7.1 cents

Seller will be paid the difference between the Stipulated Price as adjusted in accordance with
this Standard Offer Fuel Adjustment Provision and the Stipulated Price for each kilowatt-hour it
provides in the applicable month.

Market Gas Price is the average of the values of  “Gas Index” for the most recent available
twelve months, where:

Gas Index is the average of the daily settlement prices for the last three
days that the NYMEX Contract (as defined below) for the month of
delivery trades as reported in the “Wall Street Journal”, expressed in
dollars per MMBtu.  NYMEX Contract shall mean the New York
Mercantile Exchange Natural Gas Futures Contract as approved by the
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Commodity Futures Trading Commission for the purchase and sale of
natural gas at Henry Hub;

Market Oil Price is the average of the values of “Oil Index” for the most recent available twelve
months, where:

Oil Index is the average for the month of the daily low quotations for
cargo delivery of 1.0% sulphur No. 6 residual fuel oil into New York
harbor, as reported in “Platt’s Oilgram U.S. Marketscan” in dollars per
barrel and converted to dollars per MMBtu by dividing by 6.3; and

If the indices referred to above should become obsolete or no longer suitable, NECO shall file
alternate indices with the RIPUC.

Fuel Trigger Point is the following amounts, expressed in dollars per MMBtu, applicable for all
months in the specified calendar year:

2000 $5.35/MMBtu
2001 $5.35
2002 $6.09
2003 $7.01
2004 $7.74
2005 $8.48
2006 $9.22
2007 $9.95
2008 $10.69
2009 $11.42

In the event that the Fuel Trigger Point is exceeded, the Fuel Adjustment value for the billing
month is determined based according to the following formula:

Fuel  = (Market Gas Price +$.60/MMBtu)+(Market Oil Price +$.04/MMBtu)
    Adjustment Fuel Trigger Point+$.60+$.04/MMBtu

Where:

Market Gas Price, Market Oil Price and Fuel Trigger Point are as
defined above.  The values of $.60 and $.04/MMBtu represent for gas
and oil respectively, estimated basis differentials or market costs of
transportation from the point where the index is calculated to a proxy
power plant in the New England market.
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For example if at a point in the year 2002 the Market Gas Price and Market Oil Price total
$6.50 ($3.50/MMBtu plus $3.00/MMBtu respectively), the Fuel Trigger Point of 6.09 would be
exceeded.  In this case the Fuel Adjustment value would be:

($3.50+$.60/MMBtu)+($3.00+$.04/MMBtu)  =  1.0609
$6.09+$.60+$.04/MMBtu

The Stipulated Price is increased by this Fuel Adjustment factor for the billing month, becoming
4.4548¢/kWh (4.2 x 1.0609).

In subsequent months the same comparisons are made and, if applicable, a Fuel Adjustment
determined.
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Appendix B.  Estimation of Supplier Hourly Loads

Overview

Generating units operated by suppliers are dispatched by the power pool to meet the region’s
electrical requirements reliably, and at the lowest possible cost.  As a result, a supplier’s electricity
production may not match the demand of its customers.  In each hour some suppliers with low cost
production units are net sellers of electricity to the pool, while other suppliers are purchasing power
from the pool to meet the demand of their customers.  To determine the extent to which suppliers are
net buyers or sellers on an hourly basis, it is necessary to estimate the hourly aggregate demand for all
of the customers served by each supplier (“own-load”).  NECO will estimate Seller’s Wholesale
Standard Offer Service “own-load” within NECO’s service territory and report the hourly results to
NEPOOL or the ISO on a daily basis.

The estimation process is a cost effective approach to producing results that are reliable,
unbiased and reasonably accurate.  The hourly load estimates will be based on rate class load profiles
which will be developed from statistically designed samples.  Each day, the class load shapes will be
scaled to the population of customers served by each supplier.  In cases where telemetered data on
individual customers are available, they will be used in place of the estimated shapes.  On a monthly
basis, the estimates will be refined by incorporating actual usage data obtained from meter readings.  In
both processes, the sum of all suppliers’ estimated loads will match the total load delivered into the
distribution system.  A description of the estimation process follows.

Daily Estimation of Suppliers’ Own Load

The daily process estimates the hourly load for each supplier for the previous day.  There are
five components in this process:

C Select a proxy date from the previous year with characteristics which best match the
day for which the hourly demand estimates are being produced.  Extract class load
shapes for the selected proxy date from the load research data base.

C Scale the class load shapes appropriately for each individual customer based on the
usage level of the customer relative to the class average usage level.

C Calculate a factor for each customer which reflects their relative usage level and
includes an adjustment for losses (“load adjustment factor”).  Aggregate the load
adjustment factors across the customers served by each supplier in each class.

C Produce a preliminary estimate of each supplier’s hourly loads by combining the proxy
day class load shapes with the supplier’s total load adjustment factors.  Aggregate the
loads across the classes for each supplier.
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C Adjust the preliminary hourly supplier estimates so that their sum is equal to NECO’s
actual hourly metered loads (as metered at the point of delivery to the distribution
system) by allocating any differences to suppliers in proportion to their estimated load.

Monthly Reconciliation Process

The monthly process will improve the estimates of supplier loads by incorporating the most
recent customer usage information, which will be available after the monthly meter readings are
processed.  A comparison will be made between customers’ estimated and actual usage, by billing
cycle, then summed across billing cycles for each supplier.  The ratio between the actual kWh and the
estimated kWh reflects the kWh amount for which the supplier may have been overcharged or
undercharged by NEPOOL or the ISO during the month.  This ratio will be used to develop a kWh
adjustment amount for each supplier for the calendar month.  The sum of the adjustments will be zero
because the total kWh will still be constrained to equal NECO’s actual hourly metered loads during the
month.
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Appendix C.  Arbitration Agreement

ARBITRATION AGREEMENT

This Arbitration Agreement, dated as of September 1, 1998, is entered into between The
Narragansett Electric Company, a Rhode Island corporation (“NECO”) and USGen New England,
Inc., a Delaware corporation (“Seller”).  Reference is made to that certain Second Amended and
Restated Wholesale Standard Offer Service Agreement dated as of September 1, 1998 (the “Service
Agreement”) between NECO and Seller.  Unless otherwise specified or apparent from the context of
this Arbitration Agreement, the term “Party“ shall mean either NECO or Seller, or both of them.

WHEREAS, NECO and Seller wish to avoid the burden, time, and expense of court
proceedings with respect to any disputes that may arise from or relate to the Service Agreement, and to
submit such disputes to mandatory binding arbitration if they cannot first be resolved through negotiation
and mediation.

NOW, THEREFORE, NECO and SELLER AGREE AS FOLLOWS:

1. Mediation

Before resorting to mediation or arbitration under this Arbitration Agreement, the Parties will try
to resolve promptly through negotiation any Arbitrable claim, as defined below.  If the Arbitrable Claim
has not been resolved through negotiation within ten (10) days after the existence of the Arbitrable
Claim has been brought to the attention of the other Party in a writing, any Party may request in writing
to resolve the Arbitrable Claim through mediation conducted by a mediator selected by agreement of
the Parties.  The mediation procedure shall be determined by the Parties in consultation with the
mediator.  Any medication pursuant hereto shall be kept confidential.  The fees and expenses of the
mediator shall be borne equally by the Parties. If the Parties are unable to agree upon the identity of a
mediator or a mediation procedure within ten (10) days after a Party has requested mediation in writing
or if the Arbitrable Claim has not been resolved to the satisfaction of either NECO or Seller within forty
(40) days after the Parties have selected a mediator and agreed upon a mediation procedure, either
Party may invoke arbitration pursuant to the following sections by notifying the other Party of such
selection in writing consistent with Section 3(c), below.

2. Mandatory Arbitration

(a) Except as provided in paragraph (b) of this Section 2 and in Section 8, below, any
case, controversy or claim arising out of or relating to the Service Agreement, its breach, or any other
disputes arising out of the business relationship created by the Service Agreement, of whatever nature,
including but not limited to any claim based in contract, in law, in equity, any statute, regulation, or
theory of law now in existence or which may come into existence in the future, whether known or
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unknown, including without limitation, claims based upon deceit, fraudulent inducement, misrepresenta-
tion, 18 U.S.C §§1962 and 1964 (RICO), and R.I. G.L. Title 6, c. 13.1, the federal and state antitrust
laws (collectively, the “Arbitrable Claims”), which cannot be resolved by negotiation or mediation, as
provided in Section 1 above, shall be submitted to mandatory, binding, and final arbitration in accor-
dance with procedures set forth in this Agreement, which shall constitute the exclusive remedy for any
and all Arbitrable Claims.

(b) Notwithstanding paragraph (a) above, physical accidents or events giving rise to
negligence or intentional tort claims for the recovery of property damages and/or damages for personal
injury and failure to make payments due under Section 5.2 of the Service Agreement shall not be
considered “Arbitrable Claims.”  However disputes regarding the interpretation or scope of any
indemnification clauses in the Service Agreement shall be subject to arbitration, even if the dispute
relates to whether one Party must indemnify the other for property damages and/or damages for
personal injury, the recovery of which was or will be determined in a court of  law.

(c) Each Party agrees that it will not attempt to circumvent this Arbitration Agreement by
coordinating or cooperating with their respective parent companies of affiliates or guarantors in the filing
of a legal action in the name of any of the parent companies or affiliates or guarantors of the Parties to
this Arbitration Agreement regarding claims that otherwise are subject to this Arbitration Agreement. 
Any Party failing to comply with this provision shall indemnify the other Party against, and hold the other
harmless from, the costs (including reasonable litigation costs) incurred by the other in defending any
and all claims brought by a parent company or affiliate or guarantor of the other in a court of law
regarding claims that otherwise would be Arbitrable Claims under this Arbitration Agreement.

3. Selection and Qualification of Arbitrators

(a) Any arbitration shall be conducted by a panel of three neutral arbitrators, consisting of 
(i) a practicing lawyer admitted to practice in the Commonwealth of Massachusetts; (ii) a person with
professional experience in and substantial knowledge of the power generation industry in any one or
more of the New England States, who may be, but need not be a lawyer, and (iii) a person with
professional experience in and substantial knowledge of power markets in any one or more of the New
England States, who may, but need not be, a lawyer (collectively, the “Arbitration Panel”).  For
purposes of this Arbitration Agreement, an arbitrator or candidate shall be considered “neutral” only if
the arbitrator or candidate has not previously served as an arbitrator for a Party or one of its affiliates or
guarantors and is not a present or former lawyer, employee or consultant of a Party or any of its
affiliates or guarantors.

(b) Any Party entitled to commence arbitration hereunder shall do so by serving a written
Notice of Arbitration briefly describing the Arbitrable Claims and the Agreements under which they are
brought.  Service of such Notice of Arbitration shall be complete upon receipt by the person designated
for each party at the addresses specified in Section 12 below.
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(c) Within twenty (20) days after service of a Notice of Arbitration, each Party shall serve
upon the other Party a list of seven neutral candidates for each of the three panel members described in
subparagraph (a) above.

(d) Within twenty (20) days after service of the lists referred to in subparagraph (c),
NECO and Seller shall then strike from the other’s lists any two candidates from each of the lists, for
any reason whatsoever.  For the remaining candidates each Party shall rank each candidate on its three
lists from one to five and shall do the same for the other Party’s lists.

(e) The candidates in each of the three categories with the lowest total score shall be
invited to serve as panel members.  In the event that the candidate in any of the three categories with
the lowest total score is unable or unwilling to serve, or has a potential conflict of interest not consented
to by each Party, then the candidate with the next lowest score in that category  shall be invited to
serve, subject to full disclosure by each candidate of, and consent by each Party to any potential
conflicts of interests.  This process shall be repeated until a full arbitration Panel is selected or the list of
candidates for that category is exhausted.  If the list of candidates for a category is exhausted the
Parties shall exchange a new list of candidates for that category and the procedures set forth above
shall be repeated a second time.

(f) If the parties cannot select a full Arbitration Panel in accordance with these procedures
than any Party may request that a court of competent jurisdiction appoint the remaining members
subject to their qualifications, willingness and ability to serve as provided above.

(g) The American Arbitration Association shall be appointed to facilitate and administer the
parties’ compliance with the procedures set forth above.

4. Time Schedule

The Arbitration shall be conducted as expeditiously as possible.  The Arbitration Panel shall
schedule a pre-hearing conference and hearings as it deems advisable and shall use its best efforts to
schedule consecutive days of hearings.  Hearings shall be limited to a total of ten (10) days.  The
Arbitration Panel shall issue its final decision and award within thirty (30) days of the close of the
hearings, which shall be accompanied by a written, reasoned opinion.

5. Remedies

(a) The Arbitration Panel shall not award punitive or multiple damages or any other
damages not measured by the prevailing Party’s actual damages - except that the Arbitration Panel, in
its sole discretion, may shift all or a portion of the costs of the Arbitration to any Party.
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(b) Any award of damages by the Arbitration Panel shall be determined, limited and
controlled by the damages limitation clauses of the Service Agreement applicable to the dispute before
the Arbitration Panel.

(c) The Arbitration Panel may, in its discretion, award pre-award and post-award interest
on any damages award; provided, however, that the rate of pre-award or post-award interest shall not
exceed a rate equal to the rate provided for post-judgment interest by 28 U.S.C.§ 1961 as published
from time to time by the Administrative Office of the United States Courts based on the equivalent
coupon issue yield for auctions of 52-week Treasury bills.

6. Confidentiality

The existence,  contents, or results of any mediation or arbitration hereunder may not be
disclosed without the prior written consent of both Parties; provided, however, either Party may make
disclosures as may be necessary to fulfill regulatory obligations to any regulatory bodies having
jurisdiction, and may inform their lenders, affiliates, auditors and insurers, as necessary, under pledge of
confidentiality and can consult with experts as required in connection with the arbitration under pledge
of confidentiality.  If any Party seeks preliminary injunctive relief from any court to preserve the status
quo or avoid irreparable harm pending mediation or arbitration, the Parties agree to use best efforts to
keep the court proceedings confidential, to the maximum extent permitted by law.

7. FERC Jurisdiction over Certain Disputes

(a) Nothing in this Arbitration Agreement shall preclude, or be construed to preclude, any
Party from filing a petition or complaint with the Federal Energy Regulatory Commission (“FERC”) with
respect to any Arbitrable Claim.  In such case, the other Party may request FERC to reject or to waive
jurisdiction.  If the FERC rejects or waives jurisdiction, with respect to all or a portion of the claim, the
portion of the claim not so accepted by FERC shall be resolved through arbitration, as provided in this
Arbitration Agreement.  To the extent that FERC asserts or accepts jurisdiction over the claim, the
decision, finding of fact, or order of FERC shall be final and binding, and any arbitration proceedings
that may have commenced prior to the assertion or acceptance of jurisdiction by FERC shall be stayed,
pending the outcome of the FERC proceedings.

(b) The Arbitration Panel shall have no authority to modify, and shall be conclusively bound
by, any decision, finding of fact, or order of FERC.  However, to the extent that a decision finding of
fact, or order of FERC does not provide a final or complete remedy to the Party seeking relief, such
Party may proceed to arbitration under this Arbitration Agreement to secure such remedy, subject to
the FERC decision, finding or order.
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8. Preliminary Injunctive Relief

Nothing in this Arbitration Agreement shall preclude, or be construed to preclude, the resort by
either Party to a court of competent jurisdiction solely for the purposes of securing a temporary or
preliminary injunction to preserve the status quo or avoid irreparable harm pending mediation or
arbitration pursuant to this Arbitration Agreement.

9. Governing Law

This Arbitration Agreement shall be construed, enforced in accordance with, and governed by,
the laws of the State of Rhode Island.  

10. Location of Arbitration

Any arbitration hereunder shall be conducted in Boston, Massachusetts.

11. Severability

If any section, subsection, sentence, or clause of this Arbitration Agreement is adjudged illegal,
invalid, or unenforceable, such illegality, invalidity, or enforceability shall not affect the legality, validity,
or enforceability of the Arbitration Agreement as a whole or of any section, subsection, sentence or
clause hereof not so adjudged.

12. Notices

Any notices required to be given pursuant to this Arbitration Agreement shall be in writing and
sent to the receiving party by (i) certified mail, return receipt requested, (ii) overnight delivery service,
or (iii) facsimile transmission (confirmed by telephone), addressed to the receiving party at the address
shown below or such other address as a party may subsequently designate in writing.  Any such notice
shall be deemed to be given (i) three days after deposit in the United States mail, if sent by mail, (ii)
when actually received if sent by overnight delivery service, or (iii) when sent, if sent by facsimile and
confirmed by telephone.

If to NECO: The Narragansett Electric Company
25 Research Drive
Westborough, Massachusetts  01582
Attention:  General Counsel
Facsimile:  (508) 389-2463

If to Seller USGen New England, Inc.
7500 Old Georgetown Road, 13  floorth

Bethesda, MD  20814



C-6198925.03-New YorkS7A

Attention:  Stephen A. Herman, Esq.
Facsimile:  (301) 718-6913



In addition, the parties shall send copies of any notices required by the terms of any of the
Agreements, in accordance with the terms of each Agreement.

IN WITNESS WHEREOF, each Party has caused its duly authorized officers to execute this
Arbitration Agreement on the dates set forth below.

THE NARRAGANSETT ELECTRIC COMPANY

BY:

Its

USGEN NEW ENGLAND, INC.

BY:

Its
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 AMENDED AND RESTATED NECO WHOLESALE 
 STANDARD OFFER SERVICE AGREEMENT II 
 

This AMENDED AND RESTATED NECO WHOLESALE STANDARD OFFER 
SERVICE AGREEMENT II (“Agreement”) is dated as of September 1, 1998 and is by and 
between THE NARRAGANSETT ELECTRIC COMPANY, a Rhode Island corporation 
(“NECO”), and USGen New England, Inc., a Delaware corporation ("Seller"), and amends and 
restates and supersedes in its entirety the NECO Wholesale Standard Offer Service Agreement II 
dated as of October 29, 1997, between NECO and Seller.  This Agreement provides for the 
purchase by NECO and the sale by Seller of Wholesale Standard Offer Service, as defined in this 
Agreement. 
 
 ARTICLE 1.   BASIC UNDERSTANDINGS 
 
 

NECO purchases all of its requirements of electricity for resale to its retail electric 
customers from its affiliate, New England Power Company (“NEP”). 
 

NEP, NECO and other parties have entered into an agreement in settlement of regulatory 
proceedings before the Federal Energy Regulatory Commission (the “Rhode Island 
Restructuring Agreement”) that, among other things, implements certain requirements of the 
Rhode Island Utility Restructuring Act of 1996 (the "Act"), permits NECO to terminate 
wholesale purchases from NEP, permits current retail customers of NECO to purchase electricity 
from other suppliers on and after a date defined therein as the “Retail Access Date,” or, for a 
limited time, to purchase Standard Offer Service from NECO, obligates NEP to supply NECO 
with power sufficient to meet the latter’s obligations to supply Standard Offer Service, and 
obligates NEP to transfer its interests in the electric generating business to another party or 
parties. 
 

NEP, NECO, and Seller have entered an agreement under which Seller will acquire 
certain NEP and NECO generating assets. 
 

NEP and Seller desire that Seller shall supply electric capacity and energy to NECO to 
fulfill a portion of NEP’s power supply obligations under the Rhode Island Restructuring 
Agreement. 
 

Under the Rhode Island Restructuring Agreement, NECO is obligated to afford 
wholesale power suppliers other than NEP the opportunity to commit to supply NECO with 
power sufficient to meet NECO’s obligation to supply retail Standard Offer Service after the 
Retail Access Date.  
 

This Agreement sets forth the terms under which Seller will supply Wholesale Standard 
Offer Service to NECO, for a period beginning on the Closing Date, to enable NECO to meet the 
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needs of its retail customers for electricity, including all or a portion of the needs of customers 
receiving retail Standard Offer Service after the Retail Access Date. 
 
 
 ARTICLE 2.   DEFINITIONS 
 
 

The following words and terms shall be understood to have the following meanings when 
used in this Agreement, or in any associated documents entered into in conjunction with this 
Agreement.  In addition, except as otherwise expressly provided, where terms used in this 
Agreement are defined in the NEPOOL Agreement and not otherwise defined herein, such 
definitions are expressly incorporated into this Agreement by reference. 
 
Affiliate of NECO - Any company that is a subsidiary of New England Electric System and its 
successors. 
 
Closing Date - The date upon which the Seller acquires ownership of generating assets it 
purchases from NEP. 
 
Commission or FERC - The Federal Energy Regulatory Commission or such successor federal 
regulatory agency as may have jurisdiction over this Agreement. 
 
Contract Termination Date - The date established by the Rhode Island Restructuring 
Agreement when the respective obligations of NEP and NECO under NEP’s FERC Electric 
Tariff, Original Volume No. 1, to sell and purchase wholesale electric requirements service shall 
cease.  The Contract Termination Date occurred on January 1, 1998.   
 
GWh - Gigawatt hour. 
 
ISO - The Independent System Operator to be established in accordance with the NEPOOL 
Agreement and the Interim Independent System Operator Agreement as amended, superseded or 
restated from time to time. 
 
kWh - Kilowatt- hour. 
 
MECO - Massachusetts Electric Company. 
 
MECO Wholesale Standard Offer Service Agreement - The Wholesale Standard Offer 
Service Agreement of even date herewith between MECO and the Seller. 
 
NECO’s Service Territory - The geographic area in which NECO provided electric service to 
retail customers on August 6, 1996. 
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NECO’s System - The electrical system of NECO and/or the electrical system of any Affiliate 
of NECO. 
 
MMBtu - Million British thermal units. 
 
NEP - New England Power Company, an Affiliate of NECO. 
 
NEPEX - The New England Power Exchange. 
 
NEPOOL - The New England Power Pool. 
 
NEPOOL Agreement - The New England Power Pool Agreement dated as of September 1, 
1971, as amended and as may be amended or restated from time to time. 
 
Price - The price set forth in SECTION 5.1, below. 
 
Prime Rate - The prime (or comparable) rate announced from time to time as its prime rate by 
the Bank of Boston or its successor, which rate may differ from the rate offered to its more 
substantial and creditworthy customers. 
 
PTF - Facilities categorized as Pool Transmission Facilities under the NEPOOL Agreement. 
 
Retail Access Date - The date so defined under the Rhode Island Restructuring Agreement.  The 
Retail Access Date occurred on January 1, 1998. 
 
Rhode Island Restructuring Agreement - The Offer of Settlement dated May 30, 1997, 
entered into by and among the RIPUC, the Rhode Island Division of Public Utilities and 
Carriers, NECO, and NEP, as amended and accepted or approved by the FERC. 
 
RIPUC - The Rhode Island Public Utilities Commission.   
 
Standard Offer Auction -  The solicitation by NECO of offers from wholesale power suppliers, 
including, at their option, NEP and Seller, of electric energy and associated capacity and 
ancillary services necessary to meet the needs of ultimate customers of NECO eligible for and 
accepting retail Standard Offer Service on or after the Retail Access Date, and any wholesale 
electric supply contracts resulting from that solicitation.  The solicitation and any contract(s) 
entered into as a result thereof shall not be on terms that are materially different from those 
described by MECO in the Massachusetts Restructuring Agreement (as defined in the MECO 
Wholesale Standard Offer Service Agreement), the RFQ dated April 3, 1997, and the letter to 
potential asset purchasers dated June 16, 1997, or result in a material adverse impact on Seller.  
NECO shall not, without Seller's consent, conduct the Standard Offer Auction more than once or 
more than six (6) months prior to the Retail Access Date, which date shall be as reasonably 
determined by NECO. 
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Standard Offer Service - The electric service provided by NECO pursuant to the Rhode Island 
Restructuring Agreement:  (i) to retail customers in NECO’s Service Territory during the period, 
if any, during the term of this Agreement preceding the Retail Access Date; and (ii) to NECO’s 
retail customers on the Retail Access Date that do not elect to obtain their electric supply from 
an alternative supplier on or after the Retail Access Date through December 31, 2009. 
 
Wholesale Access Date - The date so defined under the Rhode Island Restructuring Agreement, 
as the date on which NECO in its sole discretion decides to terminate its purchase from NEP of 
wholesale requirements service pursuant to NEP’s FERC Electric Tariff, Original Volume No. 1, 
by providing the Commission and the Signatories to the Rhode Island Restructuring Agreement 
with 90 days advance notice in writing, said date not to be earlier than January 1, 1998. 
 
Wholesale Standard Offer Service - The generation and delivery, to any location on the 
NEPOOL PTF system or NECO’s system, of the portion of the electric capacity, energy and 
ancillary services required by NECO to meet the needs of NECO’s ultimate customers taking 
Standard Offer Service, excluding, after the Retail Access Date, any portion of such require-
ments that NECO has contracted to obtain through the Standard Offer Auction, determined in 
accordance with ARTICLE 4.  Seller, as the supplier of Wholesale Standard Offer Service 
capacity and energy, will be responsible for all present, or future requirements and associated 
costs for installed capability, operable capability, energy, operating reserves, and automatic 
generation control, including tie benefit payments, losses and any congestion charges associated 
with Seller’s supply of Wholesale Standard Offer Service and any other requirements imposed 
by NEPOOL or the ISO, as they may be in effect from time to time.  To the extent that any 
NEPOOL, ISO or any successor entity expenses or uplift costs are allocated to wholesale 
suppliers, the portion of such costs associated with Seller’s supply of Standard Offer Service will 
also be the responsibility of Seller.  To the extent any costs contemplated by this paragraph are 
applicable to NECO and recoverable by NECO from its customers, NECO shall be responsible 
for such costs. 
 
 
 ARTICLE 3.   TERM AND REGULATORY APPROVAL 
 
 
3.1   Term 
 

The term of this Agreement shall begin at 12:01 am on the Closing Date and continue 
until the earlier of: (a)11:59 pm on December 31, 2009; or (b) the first date that NECO has no 
requirements for electric capacity and energy to supply Standard Offer Service that are not 
satisfied by contracts resulting from the Standard Offer Auction 
 
3.2   Obtaining and Maintaining Required Permits 
 

(a) Performance under this Agreement is conditioned upon both Parties securing and 
maintaining such federal, state or local approvals, grants or permits as may be necessary for the 
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sale and purchase of Wholesale Standard Offer Service, which shall not include any approvals, 
grants, or permits necessary for the operation of any particular generating facility.  Each Party 
shall use reasonable efforts to acquire and maintain such approvals, grants or permits.  If the 
acquisition or maintenance of a particular approval, grant, or permit requires a modification to 
this Agreement, then the Parties agree to negotiate in good-faith to reach a mutually agreeable 
modification of the Agreement.  The Parties are not required to reach such a mutually acceptable 
modification. 
 

(b) Seller will file this Agreement with FERC (and any other regulatory agency as 
may have jurisdiction over the Agreement) in accordance with the provisions of applicable laws, 
rules and regulations.  Seller will be responsible for any filing fees for filing this Agreement with 
FERC (and any other regulatory agency as may have jurisdiction over the Agreement) and for 
any regulatory assessments associated with sales under this Agreement.  FERC approval of  this 
Agreement shall be a condition to the obligations of the Parties hereunder.  
 
 
 ARTICLE 4.   SALE AND PURCHASE 
 
 
4.1   Wholesale Standard Offer Service 
 

Seller shall sell and deliver to the Delivery Points, as defined in ARTICLE 6, SECTION 
6.1 and NECO shall purchase 9.22% of NECO’s requirements for Wholesale Standard Offer 
Service.  NECO’s requirements for Wholesale Standard Offer Service shall be determined on the 
basis of ARTICLE 6, SECTION 6.3, below, and the price for such sale and purchase shall be as 
set forth in ARTICLE 5, SECTION 5.1, below. 
 
4.2   Dispatchable Load Credits 
 

Seller shall have the right, but not the obligation, to elect to purchase a portion of the 
peak load reduction credits, if any, as provided for in NEPOOL Criteria, Rules and Standards 
No. 16, associated with NECO's retail customers which are taking Standard Offer Service and 
which are taking service under NECO's Cooperative Interruptible Service Provision (as defined 
in NECO's tariffs on file with RIPUC) ("Dispatchable Load Credits"), during the period 
commencing at 0001 hours on the Closing Date and ending at 2400 hours on October 31, 1998 
(the "Option Period").  Seller may purchase such credits for any, all, or any combination of 
calendar months during the Option Period. 
 

In order to receive such credits, Seller shall provide NECO with written notice of such 
election at least seven days prior to the requested start date.  Such notice shall include: (i) the 
requested start date, which shall be the first day of a calendar month, (ii) the requested end date, 
which shall be the last day of a calendar month, and (iii) the fixed amount per month of 
Dispatchable Load Credits (the "Seller's Election"), which shall not exceed 9.22% of the 
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minimum load reduction actually experienced by NECO during the most recent 12 month period, 
excluding for such period months in which interruptions occurred ("Load Reductions"). 
 

In the event Seller does not provide a timely notice of election for any month, Seller's 
Election for such month will be presumed to be zero (0) kilowatts.  
 

NECO will provide Seller during each month of this Agreement with a report on (i) the 
quantity of Load Reductions for the preceding month and (ii) the number of customers (and 
associated nominal interruptible load), if any, which ceased taking service under NECO's 
Cooperative Interruptible Service Provision during the preceding month.  
 
 
 ARTICLE 5.   PRICE AND BILLING 
 
 
5.1   Price 
 

(a) For each kilowatt hour of Wholesale Standard Offer Service that Seller delivers to 
the Delivery Points, in accordance with ARTICLE 6, SECTION 6.3, below, NECO shall pay 
Seller a price equal to the following amounts for each period during the term of this Agreement:   
 
 

 
Period 

 
Price in Cents per 

kWh 
 

1998 
 

3.2 Cents 
 

1999 
 

3.5 Cents 
 

2000 
 

3.8 Cents 
 

2001 
 

3.8 Cents 
 

2002 
 

4.2 Cents 
 

2003 
 

4.7 Cents 
 

2004 
 

5.1 Cents 
 

2005 
 

5.5 Cents 
 

2006 
 

5.9 Cents 
 

2007 
 

6.3 Cents 
 

2008 
 

6.7 Cents 
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2009 7.1 Cents 
 

In addition, in the event of increases in the market price of No. 6 residual fuel oil (1% 
sulphur) and natural gas after 1999 as described in Appendix A, NECO shall pay Seller 
additional amounts in accordance with the Standard Fuel Adjustment Provision, described in 
Appendix A, attached and incorporated herein by reference. 
 

(b) For any month in which Seller elects to receive Dispatchable Load Credits, in 
accordance with ARTICLE 4, SECTION 4.2, for each kilowatt of Seller's Election, NECO shall 
be entitled to a reduction in the amount owed to Seller by NECO pursuant to paragraph (a) above 
at a value calculated pursuant to the second paragraph of ARTICLE 5, SECTION 5.2 at the 
following rates ("Option Price"): 
 

 
Month Of Transfer 

 
Option Price in Dollars per 

KW Month 
 
January, February, July, Au-

gust, September, 
December 

 
$3.125 

 
March, April, May, June, 

October, November 

 
$1.875 

 
5.2   Payment 
 

(a) On or before the tenth (10th) day of each month during the term of this 
Agreement, NECO shall: (i) calculate the amount due and payable to Seller pursuant to this 
ARTICLE 5 with respect to the preceding month; and (ii) advise Seller of the schedule upon 
which it shall pay the amount so calculated, which schedule shall comply with paragraph (b), 
below. 
 

The amount payable shall be calculated by (i) multiplying the Price specified in the first 
paragraph of ARTICLE 5, SECTION 5.1, above, for the applicable Contract Period by the 
quantity of Wholesale Standard Offer Service delivered by Seller to the Delivery Points for 
NECO’s Standard Offer Service customers in the month, as determined in accordance with 
ARTICLE 6, SECTION 6.3, below and then subtracting the result obtained by (ii) multiplying 
the Option Price specified in the second paragraph of ARTICLE 5, SECTION 5.1, above, for the 
applicable month by the Seller's Election for the applicable month, as determined and certified as 
true and accurate, by Seller. 
 

Because quantities determined under SECTION 6.3 are estimated, subject to a 
reconciliation process described in SECTION 6.3(d), quantities used in calculations under this 
paragraph (a) shall be subject to adjustment, whether positive or negative, in subsequent months’ 
calculations, to reflect that reconciliation process, and any adjusted quantities shall be applied to 
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the Price applicable during the month of the calculation being adjusted.  Additional amounts due 
Seller, if any, from the Standard Offer Fuel Adjustment Provision shall be added to such amount. 
 

(b) NECO shall pay Seller any amounts due and payable on or before the twenty-fifth 
(25th) day after the date a calculation is made pursuant to paragraph (a), provided that, if and to 
the extent NECO pays Seller any portion of the amount due and payable before the twenty-fifth 
(25th) day after a calculation is made, it shall be entitled, without interest or penalty, to defer 
payment of an equal portion of the amount due and payable for that month by the lesser of: (i) 
the same number of days that the early payment preceded the twenty-fifth day after the 
calculation; and (ii) twenty-five (25) days.  If all or any part of any amount due and payable 
pursuant to paragraph (a) shall remain unpaid thereafter, interest shall thereafter accrue and be 
payable to Seller on such unpaid amount at a rate per annum equal to two percent (2%) above the 
Prime Rate in effect on the date of such bill; provided, however, if the amount due and payable is 
disputed, interest shall accrue and be payable to Seller on the unpaid amount finally determined 
to be due and payable at a rate per annum equal to the Prime Rate in effect on the date of the 
calculation pursuant to paragraph (a); and provided, further, no interest shall accrue in favor of 
Seller or NECO on amounts that are added to or credited against a calculation due to the 
adjustment of estimated quantities in accordance with paragraph (a) and ARTICLE 6, SECTION 
6.3.   
 

(c) With respect to reconciliation adjustments pursuant to SECTION 6.3(d) or any 
error in a calculation (whether the amount is paid or not), any overpayment, underpayment, or 
reconciliation adjustment will be refunded or paid up, as appropriate.  Interest shall accrue from 
the date of the error or adjustment on the unpaid or overpaid amount finally determined to be due 
and shall be calculated pursuant to Section 35.19a of the Commission regulations. 
 
5.3   Taxes, Fees and Levies 
 

Seller shall be obligated to pay all present and future taxes, fees and levies which may be 
assessed upon Seller by any entity upon the purchase or sale of electricity covered by the Agree-
ment.  To the extent such taxes, fees, and levies are allowed to be, and are actually, recoverable 
by NECO from its customers, NECO shall reimburse Seller for such taxes, fees, and levies paid 
by Seller.  It is expressly agreed that Seller shall not be responsible for, and shall be held 
harmless from, the Rhode Island Tax on gross receipts or earnings (Public Service Corporation 
Tax, Chapter 44-13 of the Rhode Island General Laws, as amended or superseded). 
 
 
 ARTICLE 6.   DELIVERY, LOSSES, AND DETERMINATION AND 
 
 REPORTING OF HOURLY LOADS 
 
6.1   Delivery 
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All electricity shall be delivered to NECO in the form of three-phase sixty-hertz 
alternating current at any location on the NEPOOL PTF system or NECO’s System (“Delivery 
Points”).  Title shall pass to NECO at the Delivery Point and Seller shall incur no expense or risk 
beyond the Delivery Point other than those described in SECTION 6.2.  If the NEPOOL control 
area experiences congestion, Seller will be responsible for any congestion costs incurred in 
delivering power across the PTF system to NECO to the extent such costs are imposed by 
NEPOOL or the ISO on suppliers.  Seller shall be responsible for all transmission and 
distribution costs associated with the use of transmission systems outside of NEPOOL and any 
local point to point charges and distribution charges needed to deliver the power to the NEPOOL 
PTF. 
 
6.2   Losses 
 

Seller shall be responsible for all transmission and distribution losses associated with the 
delivery of electricity supplied under this Agreement to the meters of ultimate customers of 
NECO receiving retail Standard Offer Service, provided, however, that losses do not include 
service to unmetered facilities for which estimates of kWh use are available and provided, 
further, that Seller shall not be responsible for unmetered use or consumption of electricity by 
NECO's Affiliates.  Seller shall provide NECO at the Delivery Points with additional quantities 
of electricity and ancillary services to cover such losses, but Seller shall not be entitled to 
payment under ARTICLE 5 of this Agreement for such additional quantity.  The quantities 
required for this purpose in each hour of a billing period shall be determined in accordance with 
NEPOOL’s, NEP’s and NECO’s filed procedures for loss determination. 
 
6.3   Determination and Reporting of Hourly Loads 
 

(a) To meet its NEPOOL obligations, Seller, or a NEPOOL member having an own-
load dispatch or settlement account with the NEPOOL billing system with whom Seller has a 
load inclusion agreement, must report to NEPOOL or the ISO the Standard Offer Service load 
for which Seller is providing Wholesale Standard Offer Service pursuant to this Agreement, 
including losses.  To accomplish this, NECO will estimate its total hourly Standard Offer Service 
load based upon average load profiles developed for each NECO customer class and NECO’s 
actual total hourly load.  Appendix B, attached and incorporated herein by reference, provides a 
general description of the estimation process that NECO will initially employ (the “Estimation 
Process”).  NECO reserves the right, subject to the approval of appropriate regulatory authorities 
having jurisdiction to modify the Estimation Process in the future, provided that any such 
modification be designed to improve the accuracy of its results, and provided further that NECO 
shall consult with Seller and other similarly situated sellers to the maximum extent permitted by 
any applicable standards of conduct.  NECO will report to NEPOOL, on behalf of Seller or such 
other NEPOOL member, Seller’s hourly Standard Offer Service load, which shall equal the 
portion of NECO’s estimated total Standard Offer Service hourly load for which Seller is 
responsible for supplying Wholesale Standard Offer Service under this Agreement.   
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(b) NECO will report to NEPOOL or the ISO Seller’s hourly adjusted Standard Offer 
Service loads by 1:00 p.m. of the second following business day.  This adjusted load should be 
added by NEPOOL or the ISO to the other NEPOOL load of Seller or such other NEPOOL 
member.   
 

(c) At the end of each month, NECO shall aggregate Seller’s hourly loads for the 
month as determined by the Estimation Process.  For purposes of SECTION 5.1, above, the 
result of the Estimation Process, less losses to the Standard Offer Service customers’ meters 
determined as specified in ARTICLE 6 SECTION 6.2, above, will be deemed to be the quantity 
of Wholesale Standard Offer Service delivered by Seller to the Delivery Points in a month. 
 

(d) To refine the estimates of Seller’s monthly Standard Offer Service load developed 
by the Estimation Process, a monthly calculation will be performed to reconcile the original 
estimate of Seller’s Standard Offer Service loads to actual customer usage based on meter reads. 
 NECO will apply any resulting billing adjustment (debit or credit) to Seller’s account no later 
than the last day of the third month following the billing month.  Appendix B, attached and 
incorporated herein by reference, also provides a general description of this reconciliation 
process. 
 
 
 ARTICLE 7.   DEFAULT AND TERMINATION 
 
 
7.1   Material Breach and Termination 
 

(a) (i) If NECO fails in any material respect to comply with, observe or perform 
any covenant, warranty or obligation under this Agreement (except due to 
causes excused by force majeure or attributable to Seller’s wrongful act or 
wrongful failure to act); and 

 
(ii) After receipt of written notice from Seller such failure continues for the 

Cure Period (as defined below), or, if such failure cannot be reasonably 
cured within the Cure Period, such further period as shall reasonably be 
required to effect such cure (except in the case of a payment default), 
provided that NECO commences within the Cure Period to effect such 
cure and at all times thereafter proceeds diligently to complete such cure 
as quickly as possible; then 

 
(iii) Seller shall have the right to terminate this Agreement, subject to para-

graph (c) below.  For purposes of this Section 7.1(a), the Cure Period shall 
mean five days in the case of a failure by NECO to fulfill its payment 
obligations pursuant to Section 5.2 and forty-five (45) days in the case of a 
failure by NECO to comply with, observe or perform any other covenant, 
warranty or obligation under this Agreement.  If an unexcused failure to 
pay continues for fifteen (15) days, Seller shall have the right to suspend 
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service until payment is made in full and appropriate security is posted for 
future payments or to terminate this Agreement. 

 
(b) (i) If Seller fails in any material respect to comply with, observe, or perform 

any covenant, warranty or obligation under this Agreement (except due to 
causes excused by force majeure or attributable to NECO’s wrongful act 
or wrongful failure to act); and 

 
(ii) After receipt of written notice from NECO such failure continues for a 

period of forty-five (45) days, or, if such failure cannot be reasonably 
cured within such forty-five (45) day period, such further period as shall 
reasonably be required to effect such cure, provided that Seller com-
mences within such forty-five (45) day period to effect such cure and at all 
times thereafter proceeds diligently to complete such cure as quickly as 
possible; then 

 
(iii) NECO shall have the right to terminate this Agreement, subject to 

paragraph (c) below. 
 

(c) Any termination arising out of the exercise of the termination rights specified in 
paragraphs (a) or (b) above (with the exception of termination for a payment default) may not 
take effect unless and until an arbitrator (pursuant to ARTICLE 14, SECTION 14.2 of this 
Agreement) has made a ruling that the exercise of such termination right was valid.  The fact that 
one party alleged to be in material breach of this Agreement (“Alleged Breaching Party”) 
complies with the request of the other to cure an alleged material breach shall not be considered 
by the arbitrator as an admission against the Alleged Breaching Party or evidence that such party 
was or was not in material breach. 
 

(d) Nothing in this SECTION 7.1 shall be construed to limit the right of any party to 
seek any remedies for damages, as limited by ARTICLE 9 of this Agreement, even if a cure of 
an alleged breach is made within the periods of time specified for curing any such breach stated 
above.  The provisions of this SECTION 7.1 are intended only to provide the exclusive process 
through which one party may exercise and effectuate its right to terminate this Agreement as a 
result of a material breach of this Agreement. 
 
 
 ARTICLE 8.   NOTICES, REPRESENTATIVES OF THE PARTIES 
 
 
8.1   Notices 
 

Any notice, demand, or request required or authorized by this Agreement to be given by 
one party to another party shall be in writing.  It shall either be sent by facsimile (confirmed by 
telephone), overnight courier, personally delivered and acknowledged in writing or by registered 
or certified mail, (return receipt requested) postage prepaid, to the representative of the other 
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party designated in this ARTICLE 8.  Any such notice, demand, or request shall be deemed to be 
given (i) when sent by facsimile confirmed by telephone, (ii) when actually received if delivered 
by courier or personal deliver or (iii) three (3) days after deposit in the United States mail, if sent 
by first class mail. 
 

Notices and other communications by Seller to NECO shall be addressed to: 
 

The Narragansett Electric Company 
c/o New England Power Service Company 
25 Research Drive 
Westborough, MA 01582 
Attention:  Michael J. Hager 
Fax:  (508) 389-2463 

 
Notices and other communications by NECO to Seller shall be addressed to: 

 
USGen New England, Inc. 
7500 Old Georgetown Road, 13th Floor 
Bethesda, MD  20814 
Attention:  Stephen A. Herman 
Fax:  (301) 718-6913 

 
Any party may change its representative by written notice to the others. 

 
8.2   Authority of Representative 
 

The parties’ representatives designated in ARTICLE 8, SECTION 8.1 shall have full 
authority to act for their respective principals in all technical matters relating to the performance 
of this Agreement.  They shall not, however, have the authority to amend, modify, or waive any 
provision of this Agreement unless they are authorized officers of their respective entities. 
 
 ARTICLE 9.   LIABILITY, INDEMNIFICATION, AND 
 
 RELATIONSHIP OF PARTIES 
 
9.1   Limitation on Consequential, Incidental and Indirect Damages 
 

To the fullest extent permissible by law, neither NECO nor Seller, nor their respective 
officers, directors, agents, employees, parent or affiliates, successor or assigns, or their 
respective officers, directors, agents, or employees, successors, or assigns, shall be liable to the 
other party or its parent, subsidiaries, affiliates, officers, directors, agents, employees, successors 
or assigns, for claims, suits, actions or causes of action for incidental, indirect, special, punitive, 
multiple or consequential damages (including attorney’s fees or litigation costs) connected with 
or resulting from performance or non-performance of this Agreement, or any actions undertaken 
in connection with or related to this Agreement, including without limitation any such damages 
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which are based upon causes of action for breach of contract, tort (including negligence and 
misrepresentation), breach of warranty, strict liability, Rhode Island Gen. Laws Title 6, c. 13.1, 
statute, operation of law, or any other theory of recovery.  The provisions of this SECTION 9.1 
shall apply regardless of fault and shall survive termination, cancellation, suspension, completion 
or expiration of this Agreement. 
 
9.2   Recovery of Direct Damages Permitted 
 

Notwithstanding the provisions of ARTICLE 9, SECTION 9.1, subject to the duty to 
mitigate damages as provided under common law of damages recovery, both NECO and Seller 
shall be entitled to recover their actual, direct damages (i) incurred as a result of the other party’s 
breach of this Agreement or (ii) incurred as a result of any other claim arising out of any action 
undertaken in connection with or related to this Agreement.  For purposes of avoiding any 
disputes about the difference between direct damages and consequential damages, the parties 
agree as follows: 
 

(a) (1) To the extent that NECO is found to be in breach of this Agreement or 
liable under another cause of action; and 

 
(2) as a result of such breach or event giving rise to the cause of action, Seller 

suffers loss of profits that Seller reasonably expected to have received 
from NECO under this Agreement had NECO performed under this 
Agreement; then 

 
(3) Seller shall be entitled to recover any lost profits that Seller can demon-

strate it lost or will lose as a result of NECO's breach, subject to the duty 
to mitigate. 

 
(b) (1) To the extent that Seller fails to provide NECO Wholesale Standard Offer 

Service Power under the terms of this Agreement; and 
 

(2) as a result, Seller is found to be in material breach of this Agreement or 
liable under another cause of action; and 

 
(3) subject to the duty to mitigate, NECO purchases (as a result of Seller’s 

failure) power from a third party at a price that is higher than what NECO 
would have paid under the terms of this Agreement, NECO may recover 
the difference between the price NECO paid to such third party and the 
price it would have paid had Seller performed; provided, however, Seller 
shall not be liable to NECO for lost profits associated with any expected 
revenue streams from the sale of power to third parties or lost profits from 
any other contracts or sales. 

 
(c) Except as provided in paragraphs (a) and (b) above, neither NECO nor Seller 

shall be liable to the other for lost profits arising out of performance, or non-performance of this 
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Agreement, whether such lost profits may be categorized as direct, incidental, indirect, or 
consequential damages and irrespective of whether such claims are based upon warranty, tort, 
strict liability, contract, statute (including R.I. G.L. Title 6, c. 13.1), operation of law or 
otherwise. 
 
9.3   Indemnification 
 

(a) Seller agrees to defend, indemnify and save NECO, its officers, directors, 
employees, agents, successors, assigns, and Affiliates and their officers, directors, employees, 
and agents harmless from and against any and all claims, suits, actions or causes of action for 
damage by reason of bodily injury, death, or damage to property caused by Seller, its officers, 
directors, employees, agents or affiliates or caused by or sustained on its facilities, except to the 
extent caused by an act of negligence or willful misconduct by an officer, director, agent, 
employee or Affiliate of NECO or their successors or assigns. 
 

(b) NECO agrees to defend, indemnify and save Seller, its officers, directors, 
employees, agents, successors, assigns, and affiliates and their officers, directors, employees, and 
agents harmless from and against any and all claims, suits, actions or causes of action for 
damage by reason of bodily injury, death, or damage to property caused by NECO, its officers, 
directors, employees, agents or affiliates or caused by or sustained on its facilities, except to the 
extent caused by an act of negligence or willful misconduct by an officer, director, agent, 
employee or Affiliate of Seller or their successors or assigns. 
 

(c) If any party intends to seek indemnification under this ARTICLE from the other 
party with respect to any action or claim, the party seeking indemnification shall give the other 
party notice of such claim or action within fifteen (15) days of the commencement of, or actual 
knowledge of, such claim or action.  Such party seeking indemnification shall have the right, at 
its sole cost and expense, to participate in the defense of any such claim or action.  The party 
seeking indemnification shall not compromise or settle any such claim or action without the prior 
consent of the other party, which consent shall not be unreasonably withheld. 
9.4   Independent Contractor Status 
 

Nothing in this Agreement shall be construed as creating any relationship between NECO 
and Seller other than that of independent contractors for the sale and purchase of electricity 
provided as Wholesale Standard Offer Service. 
 
 
 ARTICLE 10.   ASSIGNMENT 
 
 
10.1   Assignment 
 

This Agreement and all of the provisions hereof shall be binding upon and inure to the 
benefit of the parties hereto and their respective successors and permitted assigns, but neither 
this Agreement nor any of the rights, interests or obligations hereunder shall be assigned by any 
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party hereto, including by operation of law without the prior written consent of the other party, 
nor is this Agreement intended to confer upon any other Person except the parties hereto any 
rights or remedies hereunder.  Notwithstanding the foregoing, (i) NECO may, without Seller’s 
prior written consent, (A) assign all or a portion of its rights and obligations under this 
Agreement to any Affiliate of NECO or (B) assign its rights and obligations hereunder, or 
transfer such rights and obligations by operation of law, to any corporation or other entity with 
which or into which NECO shall merge or consolidate or to which NECO shall transfer all or 
substantially all of its assets, provided that such Affiliate or other entity agrees to be bound by 
the terms thereof; provided, in either case, that the assignee or transferor shall have senior 
securities rated investment grade or better; (ii) the Seller may assign all of its rights and 
obligations hereunder to any wholly owned Subsidiary (direct or indirect) of PG&E Corporation 
and upon NECO's receipt of notice from Seller of any such assignment, the Seller will be re-
leased from all liabilities and obligations hereunder, accrued and unaccrued, such assignee will 
be deemed to have assumed, ratified, agreed to be bound by and perform all such liabilities and 
obligations, and all references herein to "Seller" shall thereafter be deemed references to such 
assignee, in each case without the necessity for further act or evidence by the parties hereto or 
such assignee; provided, however, that no such assignment and assumption shall release the 
Buyer from its liabilities and obligations hereunder unless the assignee shall have acquired all or 
substantially all of the Buyer's assets; provided, further, however, that no such assignment and 
assumption shall relieve or in any way discharge PG&E Corporation from the performance of its 
duties and obligations under the Guaranty dated as of the date of this Agreement executed by 
PG&E Corporation, and (iii) the Seller or its permitted assignee may assign, transfer, pledge or 
otherwise dispose of its rights and interests hereunder to a trustee or lending institution(s) for the 
purposes of financing or refinancing the Purchased Assets, including upon or pursuant to the 
exercise of remedies under such financing or refinancing, or by way of assignments, transfers, 
conveyances or dispositions in lieu thereof; provided, however, that no such assignment or 
disposition shall relieve or in any way discharge the Seller or such assignee from the perfor-
mance of its duties and obligations under this Agreement.  NECO agrees to execute and deliver 
such documents as may be reasonably necessary to accomplish any such assignment, transfer, 
conveyance, pledge or disposition of rights hereunder so long as NECO's rights under this 
Agreement are not thereby altered, amended, diminished or otherwise impaired. 
 
 
 ARTICLE 11.   FORCE MAJEURE 
 
 
11.1   Force Majeure Standard 
 

The parties shall be excused from performing their respective obligations hereunder and 
shall not be liable in damages or otherwise, if and only to the extent that they are unable to so 
perform or are prevented from performing by an event of force majeure.   
 
11.2   Force Majeure Definition 
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An event of force majeure includes, without limitation, storm, flood, lightning, drought, 
earthquake, fire, explosion, equipment failure, civil disturbance, labor dispute, act of God or the 
public enemy, action of a court or public authority, or any other cause beyond a party’s control, 
but only if and to the extent that the event directly affects the availability of the transmission or 
distribution facilities of NEPOOL, NECO or an Affiliate necessary to deliver Wholesale 
Standard Offer Service to NECO’s customers.   Events affecting the availability or cost of 
operating any generating facility shall not be events of force majeure. 
 
11.3   Obligation to Diligently Cure Force Majeure 
 

If any party shall rely on the occurrence of an event or condition described in ARTI-
CLE 11, SECTION 11.2, above, as a basis for being excused from performance of its obligations 
under this Agreement, then the party relying on the event or condition shall: 
 

a. provide written notice to the other parties promptly but in no event later 
than 5 days of the occurrence of the event or condition giving an estima-
tion of its expected duration and the probable impact on the performance 
of its obligations hereunder; 

 
b. exercise all reasonable efforts to continue to perform its obligations 

hereunder; 
 

c. expeditiously take reasonable action to correct or cure the event or condi-
tion excusing performance; provided that settlement of strikes or other 
labor disputes will be completely within the sole discretion of the party 
affected by such strike or labor dispute;  

 
d. exercise all reasonable efforts to mitigate or limit damages to the other 

parties to the extent such action will not adversely affect its own interests; 
and 

e. provide prompt notice to the other parties of the cessation of the event or 
condition giving rise to its excuse from performance. 

 
 
 ARTICLE 12.   WAIVERS 
 
 

The failure of either party to insist in any one or more instance upon strict performance of 
any of the provisions of this Agreement or to take advantage of any of its rights under this 
Agreement shall not be construed as a general waiver of any such provision or the relinquish-
ment of any such right, but the same shall continue and remain in full force and effect, except 
with respect to the particular instance or instances. 
 
 
 ARTICLE 13.   REGULATION 
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13.1   Laws and Regulations 
 

This Agreement and all rights, obligations, and performances of the parties hereunder, 
are subject to all applicable Federal and state laws, and to all duly promulgated orders and other 
duly authorized action of governmental authority having jurisdiction. 
 
13.2   NEPOOL Requirements 
 

This Agreement must comply with all NEPOOL Criteria, Rules, and Standard Operating 
Procedures (“Rules”).  If, during the term of this Agreement, the NEPOOL Agreement is 
terminated or amended in a manner that would eliminate or materially alter a Rule affecting a 
right or obligation of a party hereunder, or if such a Rule is eliminated or materially altered by 
NEPOOL, the parties agree to negotiate in good faith in an attempt to amend this Agreement to 
incorporate a replacement Rule (“Replacement Rule”).  The intent of the parties is that any such 
Replacement Rule reflect, as closely as possible, the intent and substance of the Rule being 
replaced as such Rule was in effect prior to such termination or amendment of the NEPOOL 
Agreement or elimination or alteration of the Rule.  If the parties are unable to reach agreement 
on such an amendment, the parties agree to submit the matter to arbitration under the terms of 
Appendix C, attached and incorporated herein by reference, and to seek a resolution of the 
matter consistent with the above stated intent. 
 
 
 ARTICLE 14.   INTERPRETATION, DISPUTE RESOLUTION 
 
 
14.1   Interpretation 
 

The interpretation and performance of this Agreement shall be in accordance with and 
controlled by the laws of The State of Rhode Island.   
 
14.2   Dispute Resolution 
 

All disputes between NECO and Seller arising out of or relating to this Agreement which 
are defined as “Arbitrable Claims” in SECTION 2 of Appendix C, attached and incorporated 
herein by reference, shall be resolved by binding arbitration and be governed by the terms of 
such Arbitration Agreement.  Any arbitration of an Arbitrable Claim that is substantially related 
to an arbitrable claim under a Wholesale Standard Offer Service Agreement among Seller, 
Massachusetts Electric Company, and Nantucket Electric Company shall be conducted jointly 
with the arbitration of the latter claim, before the same panel of arbitrators, with NECO, 
Massachusetts Electric Company, and Nantucket Electric Company jointly exercising their rights 
regarding the selection of arbitrators.  Any decisions of the arbitrators shall be final and binding 
upon the parties. 
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 ARTICLE 15.   SEVERABILITY 
 
 

If any provision or provisions of this Agreement shall be held invalid, illegal, or 
unenforceable, the validity, legality, and enforceability of the remaining provisions shall in no 
way be affected or impaired thereby. 
 
 
 ARTICLE 16.   MODIFICATIONS 
 
 

No modification to this Agreement will be binding on any party unless it is in writing and 
signed by all parties. 
 
 
 ARTICLE 17.   SUPERSESSION 
 
 

This Agreement constitutes the entire agreement between the parties relating to the 
subject matter hereof and its execution supersedes any other agreements, written or oral, between 
the parties concerning such subject matter. 
 
 
 ARTICLE 18.   COUNTERPARTS 
 
 

This Agreement may be executed in any number of counterparts, and each executed 
counterpart shall have the same force and effect as an original instrument. 
 
 
 ARTICLE 19.   HEADINGS 
 
 

Article and Section headings used throughout this Agreement are for the convenience of 
the parties only and are not to be construed as part of this Agreement. 
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IN WITNESS WHEREOF, the parties have caused their duly authorized representatives 
to execute this Agreement on their behalf as of the date first above written. 
 

THE NARRAGANSETT ELECTRIC  
COMPANY 

 
 

BY:  
 
 

Its  
 
 
 

USGEN NEW ENGLAND, INC. 
 
 

BY:  
 
 

Its  
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 Appendix A.  Standard Offer 
 Fuel Adjustment Provision 
 

In the event of substantial increases in the market prices of No. 6 residual fuel oil (1% 
sulphur) and natural gas after 1999, NECO will pay additional amounts to Seller in accordance 
with this Standard Offer Fuel Adjustment Provision, which is calculated as follows: 
 

The Stipulated Price is in effect for a given billing month is multiplied by a “Fuel 
Adjustment” that is set equal to 1.0 and thus has no impact on the rate paid unless the “Market 
Gas Price” plus “Market Oil Price” for the billing month exceeds the “Fuel Trigger Point” then 
in effect, where: 
 

The Stipulated Price is the following predetermined, flat rate, for 
energy consumed at the customer meter point: 

 
Calendar Year Price per Kilowatt hour 

 
 1998 3.2 cents 
 1999 3.5 cents 
 2000 3.8 cents 
 2001 3.8 cents 
 2002 4.2 cents 
 2003 4.7 cents 
 2004 5.1 cents 
 2005 5.5 cents 
 2006 5.9 cents 
 2007 6.3 cents 
 2008 6.7 cents 
 2009 7.1 cents 
 

Seller will be paid the difference between the Stipulated Price as adjusted in accordance 
with this Standard Offer Fuel Adjustment Provision and the Stipulated Price for each kilowatt-
hour it provides in the applicable month. 
 

Market Gas Price is the average of the values of  “Gas Index” for the most recent 
available twelve months, where: 
 

Gas Index is the average of the daily settlement prices for the last 
three days that the NYMEX Contract (as defined below) for the 
month of delivery trades as reported in the “Wall Street Journal”, 
expressed in dollars per MMBtu.  NYMEX Contract shall mean 
the New York Mercantile Exchange Natural Gas Futures Contract 
as approved by the Commodity Futures Trading Commission for 
the purchase and sale of natural gas at Henry Hub; 
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Market Oil Price is the average of the values of “Oil Index” for the most recent available 
twelve months, where: 
 

Oil Index is the average for the month of the daily low quotations 
for cargo delivery of 1.0% sulphur No. 6 residual fuel oil into New 
York harbor, as reported in “Platt’s Oilgram U.S. Marketscan” in 
dollars per barrel and converted to dollars per MMBtu by dividing 
by 6.3; and 

 
If the indices referred to above should become obsolete or no longer suitable, NECO 

shall file alternate indices with the RIPUC. 
 

Fuel Trigger Point is the following amounts, expressed in dollars per MMBtu, applicable 
for all months in the specified calendar year: 
 
 2000 $5.35/MMBtu 
 2001 $5.35 
 2002 $6.09 
 2003 $7.01 
 2004 $7.74 
 2005 $8.48 
 2006 $9.22 
 2007 $9.95 
 2008 $10.69 
 2009 $11.42 
 

In the event that the Fuel Trigger Point is exceeded, the Fuel Adjustment value for the 
billing month is determined based according to the following formula: 
 

Fuel  = (Market Gas Price +$.60/MMBtu)+(Market Oil Price +$.04/MMBtu) 
    Adjustment   Fuel Trigger Point+$.60+$.04/MMBtu 
 

Where: 
 

Market Gas Price, Market Oil Price and Fuel Trigger Point are as 
defined above.  The values of $.60 and $.04/MMBtu represent for 
gas and oil respectively, estimated basis differentials or market 
costs of transportation from the point where the index is calculated 
to a proxy power plant in the New England market. 

 
For example if at a point in the year 2002 the Market Gas Price and Market Oil Price 

total $6.50 ($3.50/MMBtu plus $3.00/MMBtu respectively), the Fuel Trigger Point of 6.09 
would be exceeded.  In this case the Fuel Adjustment value would be: 
 

($3.50+$.60/MMBtu)+($3.00+$.04/MMBtu)  =  1.0609 
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$6.09+$.60+$.04/MMBtu 
 
The Stipulated Price is increased by this Fuel Adjustment factor for the billing month, becoming 
4.4548¢/kWh (4.2 x 1.0609). 
 

In subsequent months the same comparisons are made and, if applicable, a Fuel 
Adjustment determined. 
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 Appendix B.  Estimation of Supplier Hourly Loads 
 
Overview 
 

Generating units operated by suppliers are dispatched by the power pool to meet the 
region’s electrical requirements reliably, and at the lowest possible cost.  As a result, a supplier’s 
electricity production may not match the demand of its customers.  In each hour some suppliers 
with low cost production units are net sellers of electricity to the pool, while other suppliers are 
purchasing power from the pool to meet the demand of their customers.  To determine the extent 
to which suppliers are net buyers or sellers on an hourly basis, it is necessary to estimate the 
hourly aggregate demand for all of the customers served by each supplier (“own-load”).  NECO 
will estimate Seller’s Wholesale Standard Offer Service “own-load” within NECO’s service 
territory and report the hourly results to NEPOOL or the ISO on a daily basis. 
 

The estimation process is a cost effective approach to producing results that are reliable, 
unbiased and reasonably accurate.  The hourly load estimates will be based on rate class load 
profiles which will be developed from statistically designed samples.  Each day, the class load 
shapes will be scaled to the population of customers served by each supplier.  In cases where 
telemetered data on individual customers are available, they will be used in place of the 
estimated shapes.  On a monthly basis, the estimates will be refined by incorporating actual 
usage data obtained from meter readings.  In both processes, the sum of all suppliers’ estimated 
loads will match the total load delivered into the distribution system.  A description of the 
estimation process follows. 
 
Daily Estimation of Suppliers’ Own Load 
 

The daily process estimates the hourly load for each supplier for the previous day.  There 
are five components in this process: 
 

• Select a proxy date from the previous year with characteristics which best match 
the day for which the hourly demand estimates are being produced.  Extract class 
load shapes for the selected proxy date from the load research data base. 

 
• Scale the class load shapes appropriately for each individual customer based on 

the usage level of the customer relative to the class average usage level. 
 

• Calculate a factor for each customer which reflects their relative usage level and 
includes an adjustment for losses (“load adjustment factor”).  Aggregate the load 
adjustment factors across the customers served by each supplier in each class. 

 
• Produce a preliminary estimate of each supplier’s hourly loads by combining the 

proxy day class load shapes with the supplier’s total load adjustment factors.  
Aggregate the loads across the classes for each supplier. 
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• Adjust the preliminary hourly supplier estimates so that their sum is equal to 
NECO’s actual hourly metered loads (as metered at the point of delivery to the 
distribution system) by allocating any differences to suppliers in proportion to 
their estimated load. 

 
Monthly Reconciliation Process 
 

The monthly process will improve the estimates of supplier loads by incorporating the 
most recent customer usage information, which will be available after the monthly meter 
readings are processed.  A comparison will be made between customers’ estimated and actual 
usage, by billing cycle, then summed across billing cycles for each supplier.  The ratio between 
the actual kWh and the estimated kWh reflects the kWh amount for which the supplier may have 
been overcharged or undercharged by NEPOOL or the ISO during the month.  This ratio will be 
used to develop a kWh adjustment amount for each supplier for the calendar month.  The sum of 
the adjustments will be zero because the total kWh will still be constrained to equal NECO’s 
actual hourly metered loads during the month. 
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 Appendix C.  Arbitration Agreement 
 
 ARBITRATION AGREEMENT 
 
 

This Arbitration Agreement, dated as of September 1, 1998, is entered into between The 
Narragansett Electric Company, a Rhode Island corporation (“NECO”) and USGen New 
England, Inc., a Delaware corporation (“Seller”).  Reference is made to that certain Amended 
and Restated NECO Wholesale Standard Offer Service Agreement II dated as of September 1, 
1998 (the “Service Agreement”) between NECO and Seller.  Unless otherwise specified or 
apparent from the context of this Arbitration Agreement, the term “Party“ shall mean either 
NECO or Seller, or both of them. 
 

WHEREAS, NECO and Seller wish to avoid the burden, time, and expense of court 
proceedings with respect to any disputes that may arise from or relate to the Service Agreement, 
and to submit such disputes to mandatory binding arbitration if they cannot first be resolved 
through negotiation and mediation. 
 

NOW, THEREFORE, NECO and SELLER AGREE AS FOLLOWS: 
 
1. Mediation 
 

Before resorting to mediation or arbitration under this Arbitration Agreement, the Parties 
will try to resolve promptly through negotiation any Arbitrable claim, as defined below.  If the 
Arbitrable Claim has not been resolved through negotiation within ten (10) days after the 
existence of the Arbitrable Claim has been brought to the attention of the other Party in a 
writing, any Party may request in writing to resolve the Arbitrable Claim through mediation 
conducted by a mediator selected by agreement of the Parties.  The mediation procedure shall be 
determined by the Parties in consultation with the mediator.  Any medication pursuant hereto 
shall be kept confidential.  The fees and expenses of the mediator shall be borne equally by the 
Parties. If the Parties are unable to agree upon the identity of a mediator or a mediation 
procedure within ten (10) days after a Party has requested mediation in writing or if the 
Arbitrable Claim has not been resolved to the satisfaction of either NECO or Seller within forty 
(40) days after the Parties have selected a mediator and agreed upon a mediation procedure, 
either Party may invoke arbitration pursuant to the following sections by notifying the other 
Party of such selection in writing consistent with Section 3(c), below. 
 
2. Mandatory Arbitration 
 

(a) Except as provided in paragraph (b) of this Section 2 and in Section 8, below, any 
case, controversy or claim arising out of or relating to the Service Agreement, its breach, or any 
other disputes arising out of the business relationship created by the Service Agreement, of 
whatever nature, including but not limited to any claim based in contract, in law, in equity, any 
statute, regulation, or theory of law now in existence or which may come into existence in the 
future, whether known or unknown, including without limitation, claims based upon deceit, 
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fraudulent inducement, misrepresentation, 18 U.S.C §§1962 and 1964 (RICO), and R.I. G.L. 
Title 6, c. 13.1, the federal and state antitrust laws (collectively, the “Arbitrable Claims”), which 
cannot be resolved by negotiation or mediation, as provided in Section 1 above, shall be 
submitted to mandatory, binding, and final arbitration in accordance with procedures set forth in 
this Agreement, which shall constitute the exclusive remedy for any and all Arbitrable Claims. 
 

(b) Notwithstanding paragraph (a) above, physical accidents or events giving rise to 
negligence or intentional tort claims for the recovery of property damages and/or damages for 
personal injury and failure to make payments due under Section 5.2 of the Service Agreement 
shall not be considered “Arbitrable Claims.”  However disputes regarding the interpretation or 
scope of any indemnification clauses in the Service Agreement shall be subject to arbitration, 
even if the dispute relates to whether one Party must indemnify the other for property damages 
and/or damages for personal injury, the recovery of which was or will be determined in a court 
of  law. 
 

(c) Each Party agrees that it will not attempt to circumvent this Arbitration 
Agreement by coordinating or cooperating with their respective parent companies of affiliates or 
guarantors in the filing of a legal action in the name of any of the parent companies or affiliates 
or guarantors of the Parties to this Arbitration Agreement regarding claims that otherwise are 
subject to this Arbitration Agreement.  Any Party failing to comply with this provision shall 
indemnify the other Party against, and hold the other harmless from, the costs (including 
reasonable litigation costs) incurred by the other in defending any and all claims brought by a 
parent company or affiliate or guarantor of the other in a court of law regarding claims that 
otherwise would be Arbitrable Claims under this Arbitration Agreement. 
 
3. Selection and Qualification of Arbitrators 
 

(a) Any arbitration shall be conducted by a panel of three neutral arbitrators, 
consisting of  (i) a practicing lawyer admitted to practice in the Commonwealth of Massachu-
setts; (ii) a person with professional experience in and substantial knowledge of the power 
generation industry in any one or more of the New England States, who may be, but need not be 
a lawyer, and (iii) a person with professional experience in and substantial knowledge of power 
markets in any one or more of the New England States, who may, but need not be, a lawyer 
(collectively, the “Arbitration Panel”).  For purposes of this Arbitration Agreement, an arbitrator 
or candidate shall be considered “neutral” only if the arbitrator or candidate has not previously 
served as an arbitrator for a Party or one of its affiliates or guarantors and is not a present or 
former lawyer, employee or consultant of a Party or any of its affiliates or guarantors. 
 

(b) Any Party entitled to commence arbitration hereunder shall do so by serving a 
written Notice of Arbitration briefly describing the Arbitrable Claims and the Agreements under 
which they are brought.  Service of such Notice of Arbitration shall be complete upon receipt by 
the person designated for each party at the addresses specified in Section 12 below. 
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(c) Within twenty (20) days after service of a Notice of Arbitration, each Party shall 
serve upon the other Party a list of seven neutral candidates for each of the three panel members 
described in subparagraph (a) above. 
 

(d) Within twenty (20) days after service of the lists referred to in subparagraph (c), 
NECO and Seller shall then strike from the other’s lists any two candidates from each of the 
lists, for any reason whatsoever.  For the remaining candidates each Party shall rank each 
candidate on its three lists from one to five and shall do the same for the other Party’s lists. 
 

(e) The candidates in each of the three categories with the lowest total score shall be 
invited to serve as panel members.  In the event that the candidate in any of the three categories 
with the lowest total score is unable or unwilling to serve, or has a potential conflict of interest 
not consented to by each Party, then the candidate with the next lowest score in that category  
shall be invited to serve, subject to full disclosure by each candidate of, and consent by each 
Party to any potential conflicts of interests.  This process shall be repeated until a full arbitration 
Panel is selected or the list of candidates for that category is exhausted.  If the list of candidates 
for a category is exhausted the Parties shall exchange a new list of candidates for that category 
and the procedures set forth above shall be repeated a second time. 
 

(f) If the parties cannot select a full Arbitration Panel in accordance with these proce-
dures than any Party may request that a court of competent jurisdiction appoint the remaining 
members subject to their qualifications, willingness and ability to serve as provided above. 
 

(g) The American Arbitration Association shall be appointed to facilitate and 
administer the parties’ compliance with the procedures set forth above. 
 
4. Time Schedule 
 

The Arbitration shall be conducted as expeditiously as possible.  The Arbitration Panel 
shall schedule a pre-hearing conference and hearings as it deems advisable and shall use its best 
efforts to schedule consecutive days of hearings.  Hearings shall be limited to a total of ten (10) 
days.  The Arbitration Panel shall issue its final decision and award within thirty (30) days of the 
close of the hearings, which shall be accompanied by a written, reasoned opinion. 
 
5. Remedies 
 

(a) The Arbitration Panel shall not award punitive or multiple damages or any other 
damages not measured by the prevailing Party’s actual damages - except that the Arbitration 
Panel, in its sole discretion, may shift all or a portion of the costs of the Arbitration to any Party. 

(b) Any award of damages by the Arbitration Panel shall be determined, limited and 
controlled by the damages limitation clauses of the Service Agreement applicable to the dispute 
before the Arbitration Panel. 
 

(c) The Arbitration Panel may, in its discretion, award pre-award and post-award 
interest on any damages award; provided, however, that the rate of pre-award or post-award 
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interest shall not exceed a rate equal to the rate provided for post-judgment interest by 28 
U.S.C.§ 1961 as published from time to time by the Administrative Office of the United States 
Courts based on the equivalent coupon issue yield for auctions of 52-week Treasury bills. 
 
6. Confidentiality 
 

The existence,  contents, or results of any mediation or arbitration hereunder may not be 
disclosed without the prior written consent of both Parties; provided, however, either Party may 
make disclosures as may be necessary to fulfill regulatory obligations to any regulatory bodies 
having jurisdiction, and may inform their lenders, affiliates, auditors and insurers, as necessary, 
under pledge of confidentiality and can consult with experts as required in connection with the 
arbitration under pledge of confidentiality.  If any Party seeks preliminary injunctive relief from 
any court to preserve the status quo or avoid irreparable harm pending mediation or arbitration, 
the Parties agree to use best efforts to keep the court proceedings confidential, to the maximum 
extent permitted by law. 
 
7. FERC Jurisdiction over Certain Disputes 
 

(a) Nothing in this Arbitration Agreement shall preclude, or be construed to preclude, 
any Party from filing a petition or complaint with the Federal Energy Regulatory Commission 
(“FERC”) with respect to any Arbitrable Claim.  In such case, the other Party may request FERC 
to reject or to waive jurisdiction.  If the FERC rejects or waives jurisdiction, with respect to all 
or a portion of the claim, the portion of the claim not so accepted by FERC shall be resolved 
through arbitration, as provided in this Arbitration Agreement.  To the extent that FERC asserts 
or accepts jurisdiction over the claim, the decision, finding of fact, or order of FERC shall be 
final and binding, and any arbitration proceedings that may have commenced prior to the 
assertion or acceptance of jurisdiction by FERC shall be stayed, pending the outcome of the 
FERC proceedings. 
 

(b) The Arbitration Panel shall have no authority to modify, and shall be conclusively 
bound by, any decision, finding of fact, or order of FERC.  However, to the extent that a decision 
finding of fact, or order of FERC does not provide a final or complete remedy to the Party 
seeking relief, such Party may proceed to arbitration under this Arbitration Agreement to secure 
such remedy, subject to the FERC decision, finding or order. 
 
8. Preliminary Injunctive Relief 
 

Nothing in this Arbitration Agreement shall preclude, or be construed to preclude, the 
resort by either Party to a court of competent jurisdiction solely for the purposes of securing a 
temporary or preliminary injunction to preserve the status quo or avoid irreparable harm pending 
mediation or arbitration pursuant to this Arbitration Agreement. 
 
9. Governing Law 
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This Arbitration Agreement shall be construed, enforced in accordance with, and 
governed by, the laws of the State of Rhode Island.   
 
10. Location of Arbitration 
 

Any arbitration hereunder shall be conducted in Boston, Massachusetts. 
 
11. Severability 
 

If any section, subsection, sentence, or clause of this Arbitration Agreement is adjudged 
illegal, invalid, or unenforceable, such illegality, invalidity, or enforceability shall not affect the 
legality, validity, or enforceability of the Arbitration Agreement as a whole or of any section, 
subsection, sentence or clause hereof not so adjudged. 
 
12. Notices 
 

Any notices required to be given pursuant to this Arbitration Agreement shall be in 
writing and sent to the receiving party by (i) certified mail, return receipt requested, (ii) 
overnight delivery service, or (iii) facsimile transmission (confirmed by telephone), addressed to 
the receiving party at the address shown below or such other address as a party may 
subsequently designate in writing.  Any such notice shall be deemed to be given (i) three days 
after deposit in the United States mail, if sent by mail, (ii) when actually received if sent by over-
night delivery service, or (iii) when sent, if sent by facsimile and confirmed by telephone. 
 

If to NECO: The Narragansett Electric Company 
25 Research Drive 
Westborough, Massachusetts  01582 
Attention:  General Counsel 
Facsimile:  (508) 389-2463 

 
If to Seller USGen New England, Inc. 

7500 Old Georgetown Road, 13th Floor 
Bethesda, MD  20814 
Attention:  Stephen A. Herman, Esq. 
Facsimile:  (301) 718-6913 



 

In addition, the parties shall send copies of any notices required by the terms of any of 
the Agreements, in accordance with the terms of each Agreement. 
 

IN WITNESS WHEREOF, each Party has caused its duly authorized officers to execute 
this Arbitration Agreement on the dates set forth below. 
 

THE NARRAGANSETT ELECTRIC COMPANY 
 
 

BY:  
 
 

Its  
 
 
 

USGEN NEW ENGLAND, INC. 
 
 

BY:  
 
 

Its  
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Attachment 9 
 
The following is a list of Federal Energy Regulatory Commission filings by National 
Grid concerning the NEPOOL allocation of energy market uplift and NCPC charges:  
 

- February 8, 1999, Docket No. ER99-1374-000, Motion to Intervene, Protest and 
Request Summary Disposition 

 
- May 4, 1999, Docket Nos. ER99-1374-001, ER99-1556-001, ER99-1609-000, 

Request for Rehearing 
 

- January 19, 2000, Docket Nos. ER99-2335-000, ER00-984-000, ER00-985-000, 
Motion to Intervene and Supporting Comments 

 
- April 25, 2000, Docket Nos. EL00-62-000, ER00-2052-000, ER00-2016-000, 

EL00-59-000, ER00-2005-000, Motion to Intervene, Comments and Protest 
 

- October 26, 2000, Docket No. EL00-62-011, Protest and Comments 
 

- November 13, 2000, Docket No. EL00-62-011, Answer to Protests 
 

- March 26, 2001, Docket No. ER01-1401-000, Motion to Intervene and Protest 
 

- April 10, 2001, Docket No. ER01-1401-000, Answer to Protest and Comments 
 

- April 20, 2001, Docket No. ER01-1401-000, Answer to Supplemental Comments 
 

- August 3, 2001, Docket Nos. EL00-62-031, ER98-3853-009, Motion to Intervene 
and Protest 

 
- August 30, 2001, Docket Nos. EL00-62-031, ER98-3853-009, Response to 

Motion to Answer and Answer and Response 
 

- April 2, 2002, Docket Nos. EL00-62-043, ER98-3853-012, Answer to Motion for 
Clarification 

 
- April 18, 2002, Docket Nos. EL00-62-044, ER98-3853-013, Motion to Intervene 

and Protest 
 

- May 3, 2002, Docket Nos. EL00-62-044, ER98-3853-013, Response to 
Comments 

 
- August 19, 2002, Docket Nos. EL00-62-043, EL00-62-044, ER98-3853-012, 

ER98-3853-013, Answer to Motion for Emergency Stay, Request for 
Reconsideration, and Requests for Rehearing 
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Attachment 10 

 

 

The information contained in this attachment is privileged and confidential. 

 

A complete copy of this attachment has been provided under separate cover with 

a request for confidential treatment. 
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Attachment 11 

 

 

The information contained in this attachment is privileged and confidential. 

 

A complete copy of this attachment has been provided under separate cover with 

a request for confidential treatment. 
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Attachment 12 

 

 

The information contained in this attachment is privileged and confidential. 

 

A complete copy of this attachment has been provided under separate cover with 

a request for confidential treatment. 
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Attachment 13 

 

 

The information contained in this attachment is privileged and confidential. 

 

A complete copy of this attachment has been provided under separate cover with 

a request for confidential treatment. 

 



 
 

 
 

A
ttachm

ent 14 



Attachment 14 

 

 

The information contained in this attachment is privileged and confidential. 

 

A complete copy of this attachment has been provided under separate cover with 

a request for confidential treatment. 
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Attachment 15 

 

 

The information contained in this attachment is privileged and confidential. 

 

A complete copy of this attachment has been provided under separate cover with 

a request for confidential treatment. 
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Attachment 16 

 

 

The information contained in this attachment is privileged and confidential. 

 

A complete copy of this attachment has been provided under separate cover with 

a request for confidential treatment. 
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Attachment 17 

 

 

The information contained in this attachment is privileged and confidential. 

 

A complete copy of this attachment has been provided under separate cover with 

a request for confidential treatment. 
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Attachment 18 

 

 

The information contained in this attachment is privileged and confidential. 

 

A complete copy of this attachment has been provided under separate cover with 

a request for confidential treatment. 
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Attachment 19 

 

The following table provides the amount of the deferred costs, by category, for 

the period from January 1999 through May 2004 associated with the wholesale 

standard offer service provided by USGenNE and TransCanada:  

 

 USGenNE TransCanada Total 

Energy Uplift Charges $3,137,883.57 $502,728.22 $3,640,611.79

ISO Schedule 2 Charges $1,295,128.99 $224,870.08 $1,519,999.07

ISO Schedule 3 Charges $908,387.83 $143,242.97 $1,051,630.80

NEPOOL Restructuring Charges $546,225.43 $68,326.40 $614,551.83

Inadvertent Energy Balancing Charges $41,050.60 $2,641.59 $43,692.19

Load Response Program Charges $4,490.22 $0.00 $4,490.22

Total $5,933,166.64 $941,809.26 $6,874,975.90
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Attachment 20

S:\RADATA1\2004 neco\RIPUC - Uplift filing\[typical bill.xls]recovery

The Narragansett Electric Company
Calculation of Estimated Cost of Recovery of Disputed Uplift Charges

Section 1.  Calculation of Estimated Recovery Factor.

Disputed Charges with
Charges Interest Interest

(a) (b) (c)=(a) + (b)

Disputed Charges for the period June 1999 through Sept 2003 $6,211,495 $578,114 $6,789,609

Cost Incurred for the period Oct 2003 throuigh May 2004 $663,480 $0 $663,480 (1)

Balance @ September 2003 (per RIPUC Docket No. 3571) $6,874,975 $578,114 $7,453,089

Month Beginning Surcharge/ Ending Interest Interest
Balance (Refund) Balance Rate

(1) (2) (3) (4) (5)

Jan-05 $7,453,089 $621,091 $6,831,998 0.334% $23,868
Feb-05 $6,855,866 $623,261 $6,232,606 0.334% $21,869
Mar-05 $6,254,474 $625,447 $5,629,027 0.334% $19,855
Apr-05 $5,648,882 $627,654 $5,021,229 0.334% $17,828

May-05 $5,039,057 $629,882 $4,409,175 0.334% $15,786
Jun-05 $4,424,961 $632,137 $3,792,824 0.334% $13,731
Jul-05 $3,806,554 $634,426 $3,172,129 0.334% $11,660

Aug-05 $3,183,789 $636,758 $2,547,031 0.334% $9,575
Sep-05 $2,556,606 $639,152 $1,917,455 0.334% $7,475
Oct-05 $1,924,930 $641,643 $1,283,287 0.334% $5,360

Nov-05 $1,288,647 $644,324 $644,324 0.334% $3,230
Dec-05 $647,553 $647,553 $0 0.334% $1,082

$151,320

Total Surcharge/(Refund) to Customers with Interest $7,604,409

Total Forecasted kWh Sales for 12 months ending Dec 2005 7,839,517,000

Reconciliation Transmission Adjustment Factor per kWh $0.00097

Column Descriptions
1 Column (3) + Column (5) of previous month
2 For Jan 2005, (Column (1)) ÷ 12.  For Feb 2005, (Column (1))÷11, etc.
3 Column (1) - Column (2)
4 Current Rate for Customer Deposits
5 (( Column (1) + Column (3))÷2)* Column (4)

(1)  Interest on charges incurred during the current period transmission reconciliation, if any, will be calculated at the time of the Company's annual reconciliation filing.

Section 2. Typical Bill Calculation - Regular Residential Customer

1. Monthly kWh Usage 500

2. Estimated kWh charge $0.00097

3. Estimated Monthly Increase (Line 1 x Line 2) $0.49

4. Current Monthly Bill 60.49

5. Estimated Monthly Bill with Increase (Line 3 + Line 4) $60.98

6. % Increase (Line 3 ÷ Line 4) 0.81%
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